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The year 2000 was a monumental one for NiSource. With the comple-
tion of the merger with Golumbia Energy Group on Nov. 1, 2000, your
company has joined the ranks of the nation’s leading energy companies.
Today, NiSource is well positioned to maximize the value of our unpar-

alleled assets to the benefit of our customers and shareholders.

NiSource has grown from beirg a strong regional player to a super-regional
g g g reg play per-reg
powerhouse in the high-demand energy corridor stretching from the Gulf

of Mexico through the Midwest to the Northeast. More importantly,

NiSource has shifted from being primarily an electric company to a gas

company. Before the merger, NiSource derived one-third of its revenues GARY L. NEALE
. . , . Chairman, President and
from natural gas operations and two-thirds from electric operations. By the Chief Executive Officer

end of 2001, two-thirds of our revenues will be derived from gas and one-

third from electric.

With gas exploration and production, transmission and storage, and distri-
bution assets all in the same corridor, NiSource is now the most vertically
integrated gas company in the business. We are the largest gas distributor
east of the Rocky Mountains, the fourth-largest gas pipeline company in

- the U.S. and one of the nation’s largest gas storage networks. Our low-cost
portfolio of coal-fired power generation interconnects with neighboring
distributors, enabling NiSource to buy and sell energy in Midwest markets.

The company we have created is poised to take advantage of the changing

landscape in today’s energy marketplace. Our goal at NiSource is to create

superior long-term shareholder value by being the leader in our chosen R
markets. We’ve positioned ourselves with the right assets located in the operating income
best energy markets in the U.S. Extending from the Gulf through Chicago im millions of dollars ()

to New England, this market is home to 30 percent of the U.S. population 568

and 40 percent of its energy consumption. : 498
When we announced the signing of a merger agreement on Feb. 27, 2000, 403
many observers said we would have difficulty getting timely regulatory 390
approval. Some of the skeptics doubted that we could integrate the pieces 386
of the business.

1 am pleased to report that NiSource and Columbia employees worked

together to obtain the required regulatory approvals and complete the

transaction in record time. At the same time, merger integration teams

comprised of employees from both companies focused on creating a new

company. On Nov. 1, 2000, the organization and people were in place, and

. . ..
the new NiSource was up and running. The creativity, focus and teamwork 9 97 98 95 00

displayed by our people during the merger process s a strong indication of

how we expect this company to perform going forward.

fage 1 }



COMImMon dividends
paid per share
n dollars {$)
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total revenues

rn millions of doflars (8}
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NiSource is now well positioned to rapidly srow shareholderRaded? 41838
transaction costs and most merger-integration costs are now behind us,
and the Columbia merger has been permanently financed in the capital
markets. With the exception of our water operations, we have cornpleted
most of our planned sales of non-core assets. Sale of our water opera-
tions is a condition of the U.S. Securities and Exchange Commission’s
approval of the NiSource-Columbia merger, and we expect it will be

completed in 2601.

We are on track to realize net merger savings of approximately $100 mil-
tion in 2001 from the elimination of duplicate corporate and administrative
functions and from greater efficiencies in operations, business processes
and systems. As a result, we expect the Columbia merger to be accretive

to earnings in 2001, the first full year of operations for the new company.

Looking back over the year 2000, NiSource’s financial performance
exceeded our expectations. NiSource reported 2000 net income of
$253.9 million from continuing operations before one-time items.
Although the acquisition and non-recurring items make 2000 results
difficult to compare to those of 1999, it’s important to note key develop-
ments during the fourth quarter. ‘ S f

First, we added more than two million Columbia gas distribution cujstomers,
bringing NiSource’s total gas and electric distribution customer-count
up to 3.6 million in nine states. In additibn, record-breaking cold weather
in our market territories stimulated greater gas usage by those customers.
We saw improved results from our natural gas trading activities and
higher electric sales, driven primarily by the wholesale market. And our
new business segments — natural gas exploration and production, and

gas transmission and storage — performed extremely well.

We are, however, very concerned about the impact the current spike in
natural gas prices is having on our customers. Projections of increasing
demand for gas-fired electric generation last spring and predictions of a
colder-than-normal winter fueled speculation in the commaodities markets,
driving up gas prices to unprecedented levels. Prices peaked in January
2001 at almost quadruple those of a year carlier. As 2 result, customers

have seen increases of up to 70 percent in their monthly gas bills.

When we saw the surge in prices coming, NiSource used every asset and
all the market muscle we had available to mitigate the eftects of this national
market situation on our customers. We filled our extensive gas storage at
summer prices to be used to meet winter demand. Storage, along with our
portfolio of long- and short-term gas purchase contracts, helped us obtain
the best possible prices for our customers. We launched an aggressive
campaign to educate key stakeholders — customers, regulators and elected
public officials — about the depth and breadth of this national problem.

) pege?



NiSource comparics in all of our service areas also increased contributions
to low-income energy assistance programs and worked with social service

agencies to distribute weatherization kits for low-income homeowners.

Looking ahead, based on the doubling in the past eight months of
the number of drilling rigs in the gas-producing regions of the U.S.,

we expect supply to increase and prices to moderate by late spring.

As we worked over the past year to bring the pieces of our new company

together, we envisioned our business in multiple dimensions:
1. Infegrated energy solutions for customers.

2. Geography, with good customer concentration, where we can

arbitrage time and weather.

3. Superior shill sets, ranging across the full energy value chain.

This multi-dimensionality will enable NiSource to effectively capitalize

on new opportunities within our expanded footprint.

In the following pages, we will discuss the individual pieces of our multi-
dimensional business. While these individual pieces are impressive,
their real potential emerges when they’re joined together, creating

new dimensions of value for customers and shareholders.

For example, our energy trading and marketing operations are focused
primarily on our assets, markets and customer base. This lets us capitalize
on the optionality created by our geographic and supply alternatives. Gur
large industrial base provides numerous “inside-the-fence” cogeneration
opportunities where low-cost excess power generated by these projects
can be sold on the wholesale market. In the future, distributed generation
can provide customers improved reliability and power quality as a total
energy solution. Natural gas-fueled combined heat and power units in the
home or business will provide customers a real energy choice, at the same
time increasing gas sales and capacity utilization at the pipelines and local

gas distribution companies year-round.

We believe more than ever that bringing these pieces together makes a

perfect fit.

To all of our employees who made the new NiSource a reality, I extend my
sincere appreciation. To former Columbia shareholders, I extend a warm
welcome. And to the NiSource directors and shareholders, thank you for

your unwavering support during this year of transformation.

o

Gary L. Neale
Chairman, President and Chief Executive Officer
February 21, 2001
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1M ABCOUWER
President and Chief
Executive Officer

Columbia Natral Resources
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HERE’S THE DRILL...

THE FIRST LAYER CF NISOURCE'S VERTICALLY INTEGRATED SYSTEM
OF ENERGY ASSETS IS OUR EXPLORATION AND PRODUCTION (E&F)
SUBSIDIARY, COLUMBIA ENERGY RESOURCES, WITH OPERATIONS
IN THE APPALACHIAN BASIN AND IN CANADA.



JA:1-5 (A)
80 of 338

The fuel to heat a home in the harshest winter weather and the power
to cool that same home on the hottest summer day originate in the
same place: up to 12.000 feet below the earth’s surface. In the past,
natural gas demand was seasonal, with the lion’s share consumed
during the winter, But that’s changing. Growing demand for gas-fired
electric generation and the development of distributed generation
technology will not only increase consumption, but will also distribute

it year-round.

North America’s rich and vast natural gas resource base is capable of
meeting U.S. consumption into the latter part of the 21st Century and
beyond. New sources of recoverable supply in the western U.S. and

Canada, the Gulf of Mexico, the Appalachian Basin and other regions
continue to be developed along with more efficient technologies to _ beivg flared.

recover the gas,

The Appalachian Basin, strategically located near expanding markets
in the Northeast, has decades of known reserves with gas of high
heat value. The region is also significantly less expensive to explore
and develop than other gas-producing areas. One of the largest gas.
producers in this important region is Columbia Energy Resources
(CERY), NiSource’s gas e.xploration and production unit. CER has
the equivalent of 1.1 trillion cubic feet of gas reserves and more

than 8,000 welis in operation.

In a growth mode to match rising demand, CER has increased its
drilling and prospect development 600 percent since 1997 and has
averaged an 85 percent drilling success rate in the past five years.
CER’s production continued to grow in 2000, rising 14 percent to
52 billion cubic feet.

CER airms to continue its growth during 2001 by further expanding

drilling activities and production in strategic locations.

page 5 }
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Power producers’ reliance on clean-burning natural gas to fuel new
power generation facilities offers tremendous opportunities for
NiSource’s gas transmission assets, consisting of Columbia Gas
Transmission Corporation (Columbia Transmission), Columbiz Gulf
Transmission Company (Columbia Gulf), Crossroads Pipeline
Company and Granite State Transmission Company. In the last five
years, Columbia pipelines successfully negotiated to attach more than
14,000 megawatts of power load capable of using nearly two Bef per
day of natural gas. In 2000, the pipeline group signed deals represent-
ing 40 percent of that growth.

In the capacity-short Northeast, incremental gas demand is expected

to increase nearly 50 percent over present levels by 2010. Millennium

pipeline system.

Pipeline, sponsored by Columbia Transmission and three other part-
ners, will help meet that demand by offering the lowest-cost route for
transporting Western Canadian and Midwest gas supply from Ontario
to northeastern and mid-Atlantic markets. During 2000, Columbia
Transmission Capmred 2,500 megawatts of new power load, which
will come on line over the next two vears. The attachment of this/load
creates additional “demand pull™ for the Millennium Pipeline.

In the Southeast, NiSource’s pipeline group is poised to capitalfze on
an anticipated 70 percent increase in the demand for natural gas-fired
power generation by 2010. Columbia Gulf added more than one Bcf
per day of peak power toad since 1996, with seven plants already on
line and two under construction. Building for the future, Columbia
Gulf has a number of projects in the pipeline to attach additional

power load and to access deep water supplies in the Gulf of Mexico.

The pipeline group’s top customer service rankings, combined with
an emphasis on operational excellence, provides us with a strong
competitive advantage in attracting new customers and developing

new services to meet increasingly diverse customer needs.

| pages




GREAT CONNECTIONS...

MORE THAN 15,700 MILES OF STRATEGICALLY POSITIONED PIPELINE ASSETS
TRANSPORT AN AVERAGE CF NEARLY THREE BILLION CUBIC FEET (BCF) PER DAY
OF NATURAL GAS. PROVIDING COMPETITIVELY PRICED SERVICES TO CUSTOMERS
IN 16 STATES AND THE DISTRICT OF COLUMBIA, NISOURCE OPERATES A NETWORK
OF INTERSTATE PIPELINES THAT CONNECT GROWING SUPPLY AREAS TC GROW-
ING MARKETS, FORGING KEY LINKS IN THE NISOURCE ENERGY VALUE CHAIN.

Bay State Gas Company

D.T.E. 05-27
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CATHY ABBOTT
Group President
Pipeline Operations
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EASILY ACCESSIBLE, MARKET-AREA STORAGE
MAKES NATURAL GAS SUPPLIES AVAILABLE
WHHEN THEY ARE NEEDED MOST.
q

JOHN SHELTON
Manager, Field Serviees
Columbia Gas Transmission

GLEN XKETTERING
President
Columbia Gas Transmission

T] ARUFFO
YViee President
Energy Supply Services



NiSource’s unique network of underground reservorrs {each about

a mile below the earth’s surface), dispersed throughout the Northeast
and Midwest, store natural gas close 10 major energy markets so that it
is available to supplement conventional supplies and balance demand
in variable markets. Combined with our extensive pipeline network,
this integrated systern helps increase pipeline efficiency, while providing

customers with unparalleled flexibility.

In addition. NiSource’s underground natural gas storage assets provide
maximum flexibility in an ever-changing marketplace. By leveraging
one of the largest underground storage capabilities in the nation, we
not only can provide gas during times of peak demand, but also take
advantage of the operational flextbility inherent in our extensive network

to participate in the dynamic natural gas market throughout the year.

The NiSource storage network mcludes 670 Bef of capacity close to
our customer base. Our storage capabilities include 250 Bef of working
capacity held in 45 inderground storage fields in West Virginia, Ohio,
Indiana, Pennsvivania and New York. Storage contributes up to 60 |

percent of Columbia Transmission’s peak day deliverability of 7.4 Bef,

NiSource can use this storage c:apétity to help customers — primarily
local distribution companies ~— respond rapidly to both market fluctu-
ation and demand. Using less expensive gas from storage and rehlling
the storage fields when prices drop can moderate temporary spikes in
gas prices, Similarly, gas can be released from storage when demand

rises, or it can be injected when demand is low.

By being linked to NiSource’s extensive gas transmission network, gas
from storage can be moved to almost anywhere within our system. As
a result, storage is an integral piece n our mult-dimensional delivery
system. The ability to deliver gas from our exploration and production
operations, distribution network or storage locations allows NiSource

to effectively arbitrage weather and market conditions.

paged 1
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Operating the largest gas distribution system east of the Rocky
Mountains and the third largest in the United States, NiSource’s
energy distribution network is well positioned to capitalize on
the growth in its markets, located along the nation’s high-demand

energy corridor.

While maintaining their focus on delivering natural gas and electricity
safely and reliably, NiSource distribution companies also seek to
provide greater value to 3.2 million gas customers in nine states
and 430.000 electric customers in northern Indiana. As champions
of choice in our markets, NiSource has pioneered programs that
enable customers to lock in the price of gas as well as select their

own gas supplier.

NiSource distribution companies offer further value by providing
customers a variety of services and total energy solutions. By expanding
successful products and services across all of our market territories,
customers will have access to valued energy-related offerings from

a highly trusted source. In the future, these will in.cludﬁ'.ga&ﬁrea

distributed generation for combined heat and power systemns.

With distribution operations extending across nine states, NiSource
is well positioned to create new value through diverse business
environments, strong regulatory relationships, strong local brands

and customer relationships.

As a result:

o The sharing of best practices among the companies can contribule
to delivering top-quartile financial performance while exceeding
customers’ expectations.

e Areas with strong growth can help mitigate the impact of those
experiencing weaker business conditrens.

e Gas can be moved quickly from areas of short-term low demand

to areas with greater need.

Our distribution network doesn’t deliver just natural gas and electrcity.
More importantly, we deliver comfort, convenience and peace of mind.
Building on the trust and reputation built by our local distribution
companies over the years, NiSource has committed to retain their
local brands, local leadership and a commitment to the communities

they serve.

I page 10
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JEFF YUNDT
Grrmj) President

Energy Distnibudon

e

SERVING UP COMFORT AMD CONVEMNIENCE...

ANYWAY YOU SLICE IT, CUSTOMER SERVICE, RELIABILITY AND SAFETY
ARE PARAMOUNT AT NISOURCE DISTRIBUTION COMPANIES.
SUPPORTED BY AN INTEGRATED EXPLORATION AND PROBUCTION,
TRANSMISSION, STORAGE AND POWER-GENERATION SYSTEM,
NISOURCE DISTRIBUTION COMPANIES SERVE 3.6 MiLLION RESIDENTIAL,
COMMERCIAL AND INDUSTRIAL CUSTOMERS IN NINE STATES.



THE RIGHT STUFF...

WHEN 1T COMES TO SUPPLYING ELECTRICITY IN TODAY'S EXPANDING ENERGY
MARKET, IT'S CRITICAL TO BE EQUIPPED WITH A TOOLBOX PACKED WITH THE RIGHT
STUFE NISCQURCE'S CONVENTIONAL AND CUS?OMIZED POWER GENERATION
ASSETS PROVIDE US WITH THE TOOLS TO BUILD ADDED FLEXIBILITY INTO MEETING
POWER DEMAND WHILE ASSEMBLING NEW ENERGY SOLUTIONS FOR CUSTOMERS.

PAT MULCHAY
Group President
Merchant Energy Group

Bay State Gas Company
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JOE TURNER
President

Primary Energy:
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America’s technology-driven economy and consumer culture has made
an ample supply of reliable electricity more important than ever. As
demand for power continues to grow in NiSource’s northern Indiana
electric market, our mix of conventional and customized generation

assets allows us to meet that demand consistently and affordably.

In 2000, NiSource’s Northern Indiana Puble Service Company
(NIPSCO) power plants continued to set production records to serve
a growing market. NIPSCO's four generating stations, with a capacity
of almost 3,400 megawatts, are not only efficient, but also clean, using

low-sulfur coal and employing multiple practices to reduce emissions.

The evolution of the wholesale power market provides NIPSCO
with additional sources of power to support customer needs during : ‘ g6 97 98 99 00
peak periods. By being interconnected with five neighboring electric
utilities, NIPSCO has the opportunity to purchase economical power
when needed — a far less expensive option than building additional

conventional generating capacity.

NiSource’s non-regulated subsidiary Primary Energy gives us further

generating fiexibility. Pfimary Energy offers large industrial customers,

such as steel mills, oil refineries and other manufacturers, cost-effective
and efficient clean-energy solutions that enhance their global com-
petitiveness. A leading developer and operator of industrial energy
facilities, Primary Energy will complete its sixth major project during
the third quarter of 2001.The Whiting Clean Energy projectis a
525-megawatt gas-fired power plant at the BP refinery m Whiting,
Ind. Primary Energy’s seventh project wiil use by-product fuels
from blast furnace operations at I'T'V Steel Company’s manufacturing

complex in East Chicago, Ind., to produce electricity.

While these projects meet the unique energy needs of each customer,
they also enable NiSource to expand clean-power technologies without
building significant new infrastructure at NIPSCO. Regulated generat-
ing capacity is then freed up by Primary Energy’s facilities and used

to supply competitively priced electricity to a growing base of power

customers and increasing demand in northern Indiana.

Primary Energy is also expanding its market reach to other regions
of the United States and overseas through alliances with Duke Energy

Corporation and Flaor Corporation.

page 13 1
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For much of the 20th Century. electricity fueled business expansion.
Central power stations were built, transmission towers constructed, and
wires strung, The pace of development depended on the availability of

electricity to run the industnal plants that powered the economy.

Today, the economy is powered by an expansive service sector driven
by a proliferation of technologically advanced information and manu-
facturing process systems. As a result, peak power demand in the U.S.
has risen 25 percent since 1990, but supply capacity has increased
only six percent. While demand growth has far outstnpped the growth
of supply, customers are also expecting more from their power supplier.
Requirements for power quality and reliability have risen to “six
nines” (99.9999 percent) or higher — beyond the design limit of the

current power grid.

As electricity generation moves closer to the end user, power quality
and reliability improve. Distributed generation products that run on
natural gas, such as fuel cells and microturbines, offer a non-traditional
approach to meeting the commercial defmands of a market-driven,
more customer-oriented economy. Located at or near the point of
consumption, distributed generation units ptovxde customers Wlth

ultimate energy choice and ﬂembzhty

NiSource installed a gas-fired microturbine/combined heat and power
(CHP) system in 1999 as a demonstration unit at a Walgreens drug
store in Indiana. In February 2001, after 18 months of continuous
operation, the urit was replaced by the next generation — a far smaller,
more efficient system capable of a bumpless isolation from the power
grid when the grid goes down. We believe the current Walgreens
system to be the most efficient and first of its kind in the world.

NiSource Energy Technologies (NET), our business focusing on new
energy for the new economy, plans to begin marketing a microturbine-
based CHP package by 2002, NET also plans to continue investment

in other energy technologies, including fuel cells.

NET operates as a catalyst in the convergence of gas and electricity,
supporting the growth of other NiSource companies. Butlding from
NiSource’s strength in the electricity business and m providing power
solutions for heavy industry, NET will develop new customer solutions
fueled by natural gas. In developing solutions for NiSource’s 3.2 million
gas customers, NET will provide our energy distribution, merchant
energy and gas transmission segments with additional gas throughput

and better utilization of gas supply and distribution assets.

3 page 14
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WHILE THE FIREFLY 1S WELL KNPagel 90t 338viNG TS
OWN LIGHT SOURCE, NEW TECHNQOLOGIES ARE
BRINGING REAL CHOICE, RELIABILITY AND THE SAME
TYPE OF INDEPENDENCE TO ENERGY CONSUMERS.

MARK WYCKOFF
President

NiSource Energy ’I‘t‘.chm.)logie;'




TARGETING OPPORTUNITIES...

NISOURCE'S VERTICALLY INTEGRATED ASSETS CONCENTRATED
WITHIN THE NATION'S PREMIER ENERGY MARKET GFFER
=UHENROUS OPPORTUNITIES FOR CUSTOMER SOLUTIONS
’ U588 THE ENERGY VALUE CHAIN, THE ABILITY TO COMBINE
AND COORDINATE THOSE ASSETS IN WAYS THAT CREATE ADDED
VALUE IS AT THE CORE OF OUR BUSINESS.

Manager

Bay State Gas Company
D.T.E. 05-27
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MIKE CALDERONE
Chaef Operaling Officer 288
EnergyUSA-TPC

§ PAT MULCHAY
C Croup President

Merchant Energy
Group

JIM CLARKE

Senior Viee President

DON THERIAULT Risk Management and

Capital Allocation

Power Management and Trading

NIPSCO




In a dynamic marketplace where the landscape can change quickly,

skill, timing and the right assets are everything.

With gas exploration and production, pipeline operations in 16 states,
670 Bef of gas storage, distribution assets in nine states, electric gener-
ation and on-site cogeneration, NiSource’s assets create an energy

value chain providing tremendous optionality opportunities,

We define optionality as the value derived from ownership or control
of an asset by having the ability to employ it in advantageous market
environments. To capitalize on optionality, a company must use its
skills to assess the capability of an asset and its adaptability to various

market conditions to the benefit of both customers and shareholders.

NiSource’s expanded geographic footprint, access to multiple fuels
in multiple markets, involvement in the development of new energy T
o , , , 9 97 98 99 00
sources and existing trading capacity provide the flexibility to fit
pieces of the business together in numerous combinations to maximize

valite in alignment with the company’s risk management critera.

Our Merchant Energy Group is at the heart.of our optionality efforts.
Consisting of NiSource’s electric production and transmission, gas
exploration and production, gas supply, and energy trading and mar-
keting, the Merchant group uncovers opportunities in the marketplace
and coordinates the activities of NiSource businesses to supply what

the market demands at the right time and the right price.

total assets

Partnering with our Risk Management function, which sets the param- |} :
eters for acceptable levels of risk, the Merchant Group has developed | in millionis of dillars {8)
a process for consistent and efficient decision making to-use our : :

exceptional assets to their full potential.

g5 97 98 99
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With a focus on providing high-quality service at 2 competitive cost,
NiSource’s Business Services operation is an efficient platform that
gives the company’s operating subsidiaries a competitive advantage

in the marketplace.

By combining in one location services such as payroll, benefits
administration, accounting, information technology infrastructure

and procurement — functions and activities that are common across all
subsidiaries -- the company can streamline those operations, deliver
greater value to internal customers by applying market-tested hest

practices and optimize economies of scale.

The scope and scale of the NiSource-Columbia merger required the
new company to rethink its existing systerns and take fresh approaches
to mtegrating common services. Teamwork and effort have afready
paid off in the Information Technology (IT) area. NiSource had Jong
outsourced its help desk, data center, application support and other
technical-support functions to an outstde vendor. Columbia, on the
other hand, provided those services in-house. After a thorough ailaiysis
of business requirements and skill sets within the cofnbined wmpany
Business Services concluded that pmv1dm§_, techﬁol()w} serwces
mtnrnally would reduce costs and enhance service. The company

15 aggresswvely moving forward to complete the insourcing process
by May 2001.

Further opportunities for significant savings and value lie n leveraging
the company’s considerable size by centralizing our purchasing activi-
ties. Business Services® Supply Chain organization is responsible for
the procurement process for everything from pencils and computers to
pipes and transformers, allowing operating companies to concentrate
on their core business while reducing their total cost for materials and
services. Among other activities, Supply Chain Services is implementing
an lnternet-based supply-ordering and payment system, standardizing
materials throughout the company to optimize value and right-sizing -

the company’s current fleet of vehicles.

While the obvious advantage of the Business Services model is keeping
our costs in line, its real long-term value lies in improving quality,

efficiency and consistency within our growing company.

page 18 .
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St

STEVE SMITH
President

Business Services

PULLING INTO MIGH GEAR..,

AT THE CENTER OF ANY MACHINE THAT OPERATES
AT PEAK PERFORMANCE IS A SET OF WELL-GILED
GEARS. NISOURCE'S BUSINESS SERVICES GROUP
PROVIDES THE SAME KIND OF BEHIND-THE-SCENES
SUPPORT TO THE COMPANY'S BUSINESS UNITS,
SO THAT THEY CAN FOCUS ON THEIR BUSINESS,
AND THE ENTIRE ENTERPRISE CAN RUN LIKE A TOR.
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Exploration and production.
Pipelines.

Storage.

Energy distribution.

Electric generation and transmission.
Distributed generation.

Energy marketing and trading,

They could be an assortment of individual - [,
- pieces or they could be an integrated system
focused on the market.

NiSource has brought the pieces together
to create a new company — the premiet
competitor in the nation’s high-demand
energy corridor,

more powerful NiSource is gaining momen-
nd delivering new dimensions of value
to customers and shareholders.
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FINAMCIAL PERFORMANCE HIGHLIGHTS
2000 1599 1598
(in millions, except per share data)
Total Assets 19.696.8 6,428.6 4,595.4
Gross Revenues 6.030.7 3,275.5 2.843.9
Cost of Sales 4,082.7 1,880.8 1,691.3
Total Net Revenues 1,948.9 1,392.7 1,152.6
Operating Expenses 1.380.2 954.8 749.9
Operating Income 567.8 437.9 402.7
Income from Continuing Operations 147.1 153.9 188.6
Income from Discontinued Operations (net of tax) 9.8 6.5 5.3
Net Income 156.9 160.4 193.9
Basic earnmings per share ($)
Continuing operations 1.09 1.24 1.56
Income from discontinued operations 0.7 (.05 0.04
Basic earnings per share 1.16 1.29 1.60
Diluted earnings per share ($)
Continuing operations 1.08 1.22 1.55
Income from discontinued operations 0.67 0.05 :
Diluted earmngs per share 1.15 1.27 1.59
Basic average common shares outstanding (millions) 134.5 124.3 120.8
Year-end common shares outstanding (millions) 205.6 124.1 117.5
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The Manugement's Discussion and Analysis. mcluding seate-
ments recarding market risk sensitive instruments, contains
“forward-looking statements.” within the meaning of Section
27 A of the Securities Act of 1933, as amended. and Section
21FE of the Securities Exchange Act of 1934, as amended,
Investors and prospective investors should understand that
many factors govern whether any forward-locking statement
contained herein will be or can be realized. Any one of those
factors could cause actial results to differ mazerially from those
prajected. These forward-looking statements include, but are
not Limited to, statements concerning NiSource’s plans, pro-
posed dispositions, objectives, expected performanee, expen-
ditures and recovery of expencitures through rates, stated on
either a consolidated or segment basis, and any and all under-
lying assumptions and other statements that are other than
statements of historical fact. From time to ume, NiSource may
publish or otherwise make available forward-looking state-
ments of this nature. All such subsequent forward-looking
statements, whether written or oral and whether made by or
on behall of NiSource. are also expressly qualified by these

ACQUISITION OF COLUMBIA ENERGY GROUP
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cautivonary statements. All forward-looking statements are
based on assumptions that management believes to be reason-
able: however, there can be no assurance that actual resules will
not differ materially. Realization of NiSource’s objectives and
expected performance is subject to a wide range of risks and
can be adversely affected by, among other things. increased
competition in deregulated enerey markets, weather, fluca-
tions in supply and demand for energy commodiaes, suceess-
ful consummation of proposed acquisitions and dispositions,
growth opportunities for NiSource’s regulated and nonregulated
businesses. dealings with third parties over whom NiSeurce
has no control, actual operating experience of scquired assets,
NiSource’s ability to integrate acquired operations into its
operations, the regulatory process, regulatory and legislative
changes, changes in general economic, capital and commodity
market conditions and counter-party credit risk, many of
which are heyond the control of NiSource, In addition, the rel-
ative contributions to profitability by each segment, and the
assumptions underlying the forward-looking statements relat-
ing thereto, may change over time.

On November 1, 2000, NiSource completed its acquisition of
Columbia Energy Group {Columbia) for an aggregate consid-
eration of approximately $6 billion, with 30% of the considers-
tion paid in common stock and 70% of the consideration paid
in cash and Stock Appreciation Income Linked Securities)®
referred to as SAILS® which: are untts consisting of a zero
coupon debt security coupled with a forward equity contract

for NiSource shares. NiSource also assumed approximately §2
billion of Columbia debt. As a result of the Columbia acquisi-
tion, NiSaurce is a super-regional energy holding company
that provides natural gas, electricity and other products and
services to 3.6 million customers located within the energy
corridor that runs from the Gulf Coast through the Midwest to
New England.

CONSOLIDATED REVIEW

For the twelve months ended December 31, 2000, NiSource
reported income from continuing operatons of $147.1 mil-
fion, or $1.09 per share, compared to $155.9 million. or §1.24
per share, in 1995, All per share amounts are reflected on basic
common shares. After adjusting for non-recurring nems as
reflected on the table below. mncome for continuing operations
was $253.9 million, or §1.89 per share. in 2000 and $172 mil-
lion, or $1.58 per share, in 1698, In the fourth quarter of
2000, NiSource issued approximately 72.5 million common
shares to shareholders of Colurnbia as part of the considera-
tion for the acquisition of Columbia and an additional 11.5
million shares for cash, the proceeds of which were used to
repay a portion of the short-term borrowings incurred as a
result of the acquisition,

The results for 2680 and 1999 are not directly comparable,
due to the Columbia acquisition completed on November 1,

2000. Resuits for 2000 included Columbia’s net income for
November and December of approximately $90 nullion,
Results were favorably impacted by improved results fror
EnergyUSA, higher weather-related natural gas deliveries and
electric szles and a $23.8 mitlion after-tax gain on the sale of
NiSource’s interests in Market Hub Partners, L.P. (MHP) in
September 2000. Results were negatively ipacted by approx-
mmately $67.4 million of costs in 2000 and $8.1 million in
1999 related 1o the Columbia merger and $63.2 million of
expense in 2000 and $18.3 nullion for 1999 for the write-
down of certain assets, In 1999, a favorable adiustment of $8.3
million after-rax was recorded for an msurance settlement asso-
ciated with clean-up activities for manufactured gas plant sites.
Additional expense was alse incurred in the current period
related to resiructuring activities and the amortization of good-
will and higher interest and facility fees on borrowings.
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somne from Cendinuing Operations before
an-recurring flems
Frvebve Months Ended December 31 2000 FOu

(in millions except per share amounis )

Income from Continuing Operations

as Reported $147.1 £153,9
Adjustments for Non-recurring ltems:
o Costs refated to Columbia merger 67.4 8.1

« Write-down of assets 63.2 15.5

» Gain on sale of MHP (23.8)
s Ingurance settlerment - (8.3}
Total Adjustments for Non-recurring
Items 106.8 18.1
Incorae from Contnuing Operations
after Adpustments §253.8  $172.0
Earings Per Basic Common Share $ 180 § 1.38

Income from continuing operations for 1999 of $153.9 million
decreased $34.7 million from 1998. The 1999 and 1998 peri-
ods are not directly comparable due to the acquisition of Bay
State Gas Company (Bay State) in February 1999 and
EnergyUSA-TPC Corp (TPC) in April 1999, As natural gas
businesses, Bay State and TPC record a substantiai portion of
their revenues during the winter heating season. The timing of
these acquisitions, the seasonal nature of these operations and
a milder-than-normal heating season resuited in lower earnings

* the year. Income from continuing operations for 1999

dected stronger operating results from NiSource’s electric
business along with continued customer growth, Results
included after-tax charges of $8.1 million in connection with
NiSource’s acquisition of Columbia. NiSource aiso recorded
additional expense in 1999 associated with adverse economic
conditions that impacted equity investments, the most signifi-
cant of which was related to a charge against the carrying value
of the oil and gas properties due to lower prices, and the
decision to abandon & number of non-core businesses and
facilities.

As a condition of approving the acquisition of Columbia,
the Securities and Exchange Commission required NiSource
t divest its water operations by November 2003.
Consequently, these aperations are currently being prepared
{or sale and are reflected in disconginued operations. These
discontinued operations resulted in after-tax income of $9.8
mitlion for 2000, $6.5 million in 1999 and $5.3 mithon for
1998, Taking into account income from continuing operations
and results from discontinued operations, NiSource reported
2000 net mcome of $156.9 million, or $1.16 per share, $160.4
million, or $1.28 per share for 19499 and $193.9 million, or
$1.60 per share for 1998,

Net Revenues

Net revenues for 2000 of $1,948 millon, increased $555.3
illion over 1999 due in part to $433.1 million from the inclu-

sion of Columbia’s operations for the last two months of 2600

and an increase of $41.4 million for the Rl year effect of Bay

State. Also contributing to the increase were improved margins
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an electric and wholesale natural gas sales, gas and power trad-
ing activities and increased sales to commercial and mdustrial
customers.

For 1999, net revenues were $1,.392.7 million, an increase of
$240.1 million over the vear earlier due largely to $161.2 mil-
lion of net revenues from Bay State and increased gas deliver-
ies to residential and commercial customers reflecting colder
weather during 1999. In addition, net revenues improved due
to increased electric margins on wholesale sales, increased
power trading activity and increased electric sales to residential
and commercial customers, as a result of warmer weather in
the third quarter of 1999, These improvements were tem-
pered by reduced deliveries to industrial customers.

Expenses

Operating expenses of $1,380.2 million for 2000 increased
$425.4 million over 1999. Operation and maintenance
expense was $250.7 million higher due primarily to the inchs-
sion of Columbia’s results for November and December 2000
and the full vear effect of Bay State. Higher expense in 2000
compared to 1999 was slse attributable to costs relared to
restructuring activities that were implemented in 2000 to
anprove efficiencies and higher employee related costs. In
addition, $65.8 million of expense was recorded in 2000 to
reflect losses on the sale of certain assets. In 1999, expense was
reduced $13 million due to a favorable insurance adjustment
related to manufactured gas plant site clean-up costs,
Depreciation. amortization and depletion expense increased
$79.1 million reflecting Columbia’s operations for the last two
months of 2000, the amortization of goodwill associated with
the Columbia acquisition and the full year effect of Bay State as
well as additional plant in service for the other operations.
Taxes other than income were $45.1 million higher also prima-
rily due to the inclusion of Columbia for the last two months of
2000 and the full year effect of Bay State.

Operating expenses in 1999 of $954.8 million increased
$204.9 million over 1998, of which $127.3 milion was due to
the acquisition of Bay State in February 1999. Also increasing
operating expenses were generally higher operating costs for
NiSource’s other operations, mcreased employee refated costs
and increased expenses for distributed generation and fuel cell
research and development. These higher costs were partialiy
offset by a $13 million insurance settlernent in 1999 related to
clean-up costs for a manufactured gas plant site. Operation
and maintenance expenses increased $136.9 nillion over 1998
due in large part to the inclusion of $79.1 million of expenses
related to ten months of Bay State’s operations in 1999,
Depreciation, amortization and depletion expenses increased
$55.2 million m 1999 over 1998, primarily from the inclusion
of $36.2 million of depreciation and amortization for Bay State
and increased depreciation expense due to additional plant in
service. Taxes other than income increased $14.8 million in
1999 compared to 1998 primarily as the result of the Bay State
acquisition, which added $12 million of other tax expense
m 1999,

!
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Oither Dncone {Dedudions)
Tisetoe Months Faded December 31, fin mallions) 2600 g Feng

Interest expense, net $(304.5)  S${155.4)  $(120.2
Minority mterests (20.4) {17.7} (0.7}
Preferred stock dividends (7.8} (8.1} {8.3)
Other, net 42.1 (20163 8.5
Total Ohher Income

{Deducnons} $(290.6) $(201.8) ${119.7)

Other Income (Deductions) in 2000 reduced income 5290.6
million compared to a reduction in income of $201 .8 million
in 1999. Interest expense, net increased $149.1 rullion over
1909 due o additional berrowings incurred as a result of the
acquisition of Columbia, the full year effect of interest on the
$160 million in Puttable Reset Securities (PURS} issued in
Scptemhnr 1999 and increased short-term borrowings. Also
increasing expense were costs associated with facility fees and
the ineffective component of interest rate hedges that were
charged to interest expense. See Note 8 of the Notes to
Consolidated Financial Statements for additional mformation.
In 2000, dividends paid on Company-obligated mandatorily
redeemable preferred securities was $20.4 million, an Increase
of $2.7 million from 1999, which reflects the full year effect in
20600, of these securities which were issued in February 1999.
Other, net, increased $62.7 million primarily reflecting a
$51.9 million gain on the sale of NiSource’s indirect interests
in MHP in September 2000. In 1999, 5 $16.5 million non-
recurring charge was recorded assoclated with the carrying
value of ol and gas properties and a loss that resulted from a
decision to abandon certain businesses and facifities that
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were not consistent with NiSource's strategie direction,

Other Income {Deductions) reduced income in 1999 by
£201.8 million and ine 1998 by $119.7 million. Interest
expense, net for 1999 of $155.4 milkon increased $35.2 mil-
Lon over 1008, This increase reflects the inclusion of interest
charges for Bay State of $19 million, interest on the September
1999 issuance of PURS and increased interest expense on
additional short-term borrowings. In 1999, minority interests
increased $17 million due to dividends paid on NiSource-
obligazed mandatorily redeemable preferred securities 1ssued
in February 1999, Other, net decreased $30.1 million in 1999
over 1998 primarily reflecting the 1999 charge against the car-
rying value of the o1l and gas properties and the loss resulting
from the abandonment of certain assets, as discussed above.

Income Taxes

fncome taxes increased $47.9 mitlion in 2000 over 1999 and
decreased $12.2 million in 1999 from 1998, primarily as a
result of changes in pre-tax income and timing differences for
certain deferred tax issues. The effective income tax rate was
46.9%, 34.8% and 33.4% in 2000, 1999 and 1998, respec-

fvely, See Note 9 of the Notes to Consolidated Financial State-

ments for additional information.

Discontinued Operations

Discontinued operations reflected after-tax meome of $9.8 mil-
fion, or $0.07 per share, in 2000 compared to after-tax mcome
of $6.5 million, or $0.05 per share, in 1999 and $5.3 miltion,
or $0.04 per share m 1998, Income on discontinued opera-
tions reflects results for NiSource’s water operations.

LIQUIDITY AND CAPITAL RESOURCES

Generally, cash flow from operations has provided sufficient
hqwdltv to meet current opcratlng 1eqmrtm<.nts A %1g111ﬁc‘1nt
portion of NiSource’s operations, most notably in the ¢ g?as and
electric distribution businesses, are subject to seasonal fuctua-
tions in cash flow. During the hmtmg’ season, which is primari-
ly from November through March, cash receipts from gas sales
and transportation services typically exceed cash require-
ments. In the summer months, cash receipts for electric sales
normally exceed requirements. During other periods of the
year, cash on hand. together with external short-term and
long-term financing, is used to purchase gas to place in storage
for heating season deliveries, perform necessary maintenance
of facilities, make capita} imnprovements in plant and expand
SErvice Into Hew areas,

As mentioned previously, on November 1, 2000, NiSource
completed the acquisition of Columbia for approximately $6
billion, plus the assumption of approximately $2 billion of
Columbia debt. The acquisition was accomplished through
the creation of a new holding company. Each NiSource com-
mon share was exchanged for one common share of the hew

holding company. Each Columbia share was exchanged for
$70 in cash plus $2.60 principal amount of a unit 1ssued by
the new holding company, referred to as SAILS™ that consist
of a zero coupon debt security coupled with a forward equity
contract or, at the election of the Columbia shareholder,
3.04414 shares in new holding company stock, up to 30% of
the outstanding shares of Columbia. It was necessary to pro-
rate the stock elections because the elections were made for
more than 30% of Columbia’s outstanding shares.

To complete the acquisition of Colurbia, NiSource,
through its NiSource Finance Corp. subsidiary, arranged 2 $6
billion 364-day acquisition facility with a syndicate of banks.
On November 1, 2000, the closing date of the acquisition, the
facility supported $4.1 billion of commercial paper 1ssued to
finance the Columbia acquisition. At December 31, 2000, the
facility supported $1.1 billion of commercial paper issued to
frnance the Columbla acquisison,

Subsequent to the November 1, 2000 Columbia acquisition,
NiSource reduced its acquisition related commercial paper
borrowings through the issuance of $2.65 billion of privately

}
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aced notes, completed on November 180, 2000, This
sssuance included $756 million of three-year notes paying a
7.5% coupon and maturing on November 15, 2003, $900 mul-
lion of five-yvear notes payving & 7.625% coupon and maturing
on November 15, 2005, and $1 bitlion of ten-year notes paying
a 7.875% coupon and maturing on November 15, 2016,
Suhsequently, an additional $150 million of hve-year notes
were issued, bearing a 7.625% coupon and maturmg on
November 15, 2005,

On November 27, 2000, NiSource issued 11.5 million new
shares of NiSource conunon stock at an offering price of
$25.25 per share. The $280.9 million of net proceeds were
used to reduce borrowings under the NiSource Finance Corp.
acequisition credit facility.

NiSource’s Columbia subsidiary may borrow under an
$550 million 364-day revolving credit agreement that expires
on October 10, 2002, At December 31, 2000, the facility sup-
ported $521.4 million of commercial paper borrowmngs that
had a weighted average interest rate of 7.76%.

NiSource’s financing subsidiary, NiSource Capital Markets,
Ine. {Capital Markets) may borrow under a $200 million 364-
day revolving credit agreement that expires on July 5, 2001. At
December 31, 2000. the facilicy supported $171.3 million of
commercial paper borrowings that had a weighted average
interest rate of 7.86%. Capital Markeis also maintains nudtiple

" ncommitted lines of credit totaling $2035 million. At
secember 31, 2000, thers were $188 million of borrowings
'outstanding under these uncommitted lines of credit with a
weighted average interest rate of 7.96%.

NiSource’s Northern Indiana Public Service Company
(Northern Indiana) subsidiary may borrow under a $260 mil-
lions 364-day revolving credit facility that expires in September
2001. At December 31, 2000, the facility supported $196.2
million of commercial paper borrewings that had & weighted
average interest rate of 7,03%, Northern Indiana also maintains
muitiple uncommitted lines of credit totaling $178 million. At
December 31, 2000, there were $174.9 million of borrowings
outstanding under these uncommitted lines of credit with a
welghted average interest rate of 7.70%.

NiSource’s Bay State subsidiary may borrow under two sep-
arate commuitted lines of credit totaling $115 million of which
$55 million was outstanding at December 31, 2000, with a
weighted average interest rate of 7.58%. At December 31,
2000, the committed lines of credit supported $110 million of
commercial paper borrowings that had a weighted average
interest rate of 7.74%.

NiSource is in the process of arranging a new $2.5 billion
revolving credit facility with a syndicate of banks for future
working capital requirements. The new facility will refinance
and consolidate essentially all of NiSource’s existing short-
term credit facilities as discussed above, into one credit facifity

wrough its NiSource Finance Corp. subsidiary. Management
éxpects to have this new facility in place by the end of the first
quarter of 2001.
As of December 31, 2000, and December 31, 1999,
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$2,078.8 million and $29%.6 million of commercial paper was
outstanding. respectively. The weighted average interest rate
on commercial paper outstanding as of December 31, 2000,
was 7.44%. In addition, NiSource had notes pavable of $417.9
million and $351.8 million outstanding at December 31, 2000,
and December 31, 1099, respectively, at & weighted average
interest rate of 7.78%.

In September 1999, Capital Markets issued $160 million of
PURS in an underwritten public offering. The PURS were
unsecured debentures of Gapital Markets and ranked equally
with all other unsecured and un-subordinated debt of Capital
Markets. On September 28, 2000, 1l $160 million PURS were
redeemed by NiSource at par

As of December 31, 2000, NiSource had $128.5 million of
standby letters of credit outstanding. At December 31, 1999,
NiSource did not have any letters of credit vutstanding. See
Note 15 of the Notes to the Consolidated Financial Statements
for more information.

Capital Expenditures
The table below reflects actual capital expenditures by seg-
ment for 2000 and 1999 and an estimate for vear 2001:

2001 2000 1999
{in milhons)

Gas Distribution $208.0  $138.3 $145.2
Electric : 120,06 132.2 134.0
Gas Transmission and Storage 132.0 50.3 e
Exploration and Production 132.0 22,7 e
Energy Marketing 1.0 1.2 0.7
Other Products and Services 22.0 21.1 14.0
Corporate 35.0 - —_—
Total $650.0  $366.8  $293.0

For 2000, capital expenditures were $365.8 million, an
increase of $71.9 million over 1999, The increase includes
approximately $126.4 million for Columbia’s capital expendi-
tures for the last two months of 2000, partially offset by the
eliminagion of the NiSource program o address the year 2000
issue. The gas distribution subsidiaries” program includes
Investments to extend service to new areas and develop future
markets, as well as expenditures (o ensure safe, reliable and
improved service. The electric program includes projects that
will increase generating capacity, and enhance transmission
capacity while imnproving, replacing and upgrading equipment
to ensure safe and reliable service t a growing customer base.
The largest portion of the gas transmission and storage seg-
ment’s investments are made to ensure the safety and reliability
of the pipelines and for market expansion activities. The
exploration and production segment’s capital expenditures are
primarily for drilling and production activities.

For 2001, NiSource’s estimated capital expenditure pro-
gram is $650 million, approximately $284.2 million higher
than the 2000 program. This increase is primarily due to the
inclusion ol a full year of capital expenditures for Columbia.

Future commitments, with respect to the construction pro-
gram, are expected to be met through internally generated funds.
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MARKET RISK SENSITIVE INSTRUMENTS AND POSITIONS

Risk is an inherent part of NiSource's energy businesses and
actvities. The extent to which NiSource properly and effec-
tively identifies, assesses, monitors and manages cach of the
various types of risk involved i its husinesses 1s ¢ritical to its
profitability. NiSource seeks to identify, assess, monitor and
manage, in accordance with defined policies and procedures,
the following principal risks involved in NiSource’s energy
businesses: commodity market risk, interest rate risk and credit
risk. Risk management at NiSource 1s a multi-faceted process
with independent oversight that requires constant COmMMmMNica-
tion, judgment and knowledge of specialized products and
rmarkets. NiSource’s senior management takes an active role in
the risk management process and has developed policies and
procedures that require specific administrative and business
functions fo assist in the identification, assessment and control
of various risks. In recognition of the increasingly varied and
complex nature of the energy business, NiSource’s risk man-
agement policies and procedures continue to evolve and are
subject to ongoing review and modification.

NiSource is exposed to risk through its various business
activities, including trading risks and non-tracing risks. The
non-trading risks to which NiSource s exposed inciude nter-
est rate risk and commodity price risk of its subsidiaries and
certain gas marketing activines. The market risk resultng from
trading activities consists primarily of commodity price risk.
NiSource’s risk management policy permits the use of certain
financial mstruments to manage its market risk, including
utures, forwards, optivns and swaps. Risk management at
NiSource is defined as the process by which the organization
ensures that the risks to which it is exposed are the risks to
which it desires to be exposed 1o achieve its primary business
objectives. NiSource employs various analytic techniques to
measure and monitor its market risks, including value-at-risk
(VaR) and instrument sensitivity to market factors. VaR repre-
sents the potential loss or gain for an mstrument or portfolio
from adverse changes in market factors, for a specified time
period and at a specified confidence level.

Now-Trading Risks

Currently, commodity price risk resulting from non-trading
activities at NiSource's rate-regulated subsidiaries is kmited,
since current regulations allow recovery of prudently incurred
purchased power, fuel and gas costs through the rate-making
process. As the uglity industry undergoes deregulation, how-
ever, these operations may be providing services without the
benefit of the traditional rate-making process and, therefore,
will be more exposed to commodity price risk. Additionally,
NiSeurce enters into certain sales contracts with customers
based upon a fixed sales price and varying volumes, which are
ultimately dependent upon the customer’s supply reqtire-
ments. NiSource utilizes derivative financial instruments

reduce the commaodity price risk based on modeling
techniques to anticipate these future supply requirements.
Subsidiaries in NiSource’s exploration and production seg-
ment are also exposed to market risk due primarily to fuctua-
tions in commaodity prices. In order to help minimize this nsk,
NiSource has adopted a policy that provides for commodity
hedging activitics to help ensure stable cash flow. favorable
prices and margins. Financial mstruments authorized for use
by NiSource for hedging include futures, swaps and options.
NiSource is exposed to interest rate risk as a result of
changes in inferest vates on borrowings under revolving credit
agreements and lines of credit. These instraments have inter-
est rates that are indexed to short-term market interest rates.
At December 31, 2000, and December 31, 1998, the com-
bined borrowings outstanding under these facthties totaled
$2.496.7 million and $651.3 million, respectively. Based upon
average borrowings under these agreements during 2600 and
1999, an increase in short-term interest races of 166 basis
points (1%) would have increased interest expense by
$15.7 million and $4.9 million for the twelve months ending
December 31, 2600, and Decernber 31, 1999, respectively,
Due to the nature of the industry, credit risk 1s a factor in
many of NiSource’s business activities. In sales and trading
activities, credit risk arises because of the possibility that a
counterparty will not be able or willing to fulfill its obligations
on a transaction on or before settlement date. [n derivative
activities, credit risk arises when counterparties to dervative
contracts, such as interest rate swaps, are obligated to pay
NiSource the positive fair value or receivable resulting from the
execution of contract terms. Exposure to credit risk is meas-
ured in terms of both current and potential exposure. Current
credit exposure is generally measured by the notioral or pri-
cipal value of financial instruments and direct credit subst-
tutes, such as commitments and standby letters of credit and
guarantees. Current credit exposure inclades the positive far
value of derivative mstruments. Because many of NiSource’s
exposures vary with changes in market prices, NiSource also
estimates the potential credit exposure over the remaining term
of transactions through statistical analyses of market prices. In
determining exposure, NiSource considers collateral and mas-
ter netting agreements, which are used to reduce individual
coumnterparty nsk,

Trading Rishs

NiSource employs a VaR model to assess the market nisk ofits
energy trading portfolios. Market risk refers to the risk that a
change in the level of one or more market prices, rates, indices,
volatiliies, correlations or other market factors, such as iquid-
ity, will result in losses for a specified position or portfolio.
NiSource estimates the one-day VaR across all trading groups
that utilize derivatives using either Monte Carlo simulation or

t
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jfancefcovariance at a 95% confidence level. Based on the
cosults of the VaR analysis, the daily market exposure for
power trading on an average, high and low basis was $0.8 mul-
lion, $2.7 mitlien and cfiectvely sero, respectively, at
December 31, 2000, The daily VaR for the gas wrading portfo-
lio on an average, high and low basts was $2.3 million, $8.1
mullion and $0.5 million at December 31, 2000. respectvely.
NiSource implemented & VaR methodology in 1999 to intro-
duce additional market sophistcation and o recogneze the
developing complexity of its businesses.
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See Consohidated Statement of Long-Term Debt for addi-
tional information related to NiSource’s long-termt debt out-
standing and “Fair Value of Financial Instruments™ m Note 17
of the Notes to the Consolidated Financial Statemens for cur-
rent market valuation of long-term debt. Refer to “Summary of
Significant Accounting Policies —Accounting for Rask
Management Activities™ and “Risk Management Activities™ in
Naotes 20} and 5, respectively, of the Notes to the Consolidated
Financial Statements for further discussion of NiSource’s risk
management.

OTHER INFORMATION

Presentation of Segment Information

As a resuit of the recent acquisition of Columbia, beginning
with this report, NiSource revised its presentation of primary
business segment information. Columbia’s gas transmission
and sterage and exploration and production businesses are
now reported as business segments of NiSource. Columbia’s
gas distribution operations have been merged with NiSource’s
gas distribution business. Other products and services develop
unregulated power projects as well as other energy-related
businesses. Prior periods have been restated to reflect these
changes.

Competition

The regulatory environment applicable to NiSource’s rate-reg-
ulated subsidiaries continues to undergo fundamental changes.
These changes have previousty had, and will continue to have,
an impact on NiSource’s operations, structure and profitabil-
ity. At the same time, competition within the energy industry
will create opportunities to compete for new customers and
revenues. Management has taken steps to become more com-
petitive and profitable in this changing environment. These
initiatives include partnering on energy projects with major
industrial customers, providing its customers with increased

“cholce for new praducts and services, acquiring companies

that increase NiSource's scale of operations and establishing
subsidiaries that develop new energy-refated preducts for resi-
dendlal, commercial and industrial customers, including the
development of distributed generation technologies,

GAS DISTRIBUTION OPERATIONS

NiSource’s natural gas distribution operations (Gas
Distribution) serve more than 5.2 million customers in 9
states. Through its wholly owned subsicdiary, Columbia,
NiSource owns five distribution subsidiaries that provide natu-
ral gas to approximately 2.1 millon residential, commercial
and industrial customers in Ohio, Pennsylvara, Virgima,
Kentucky and Maryland. NiSource also distributes natural gas
to approximately 751,000 customers 1n northern Indiana
through three subsidiaries: Northerns Indiana, Kokomeo Gas
and Fuel Company and Northern Indiana Fuel and Light
Company; Ine. Additonally, NiSource’s subsidiary, Bay State
and 1ts subsiciary Northern Utilities, Inc.. distribute natural
gas to more than 320,000 customers 1n areas of Massachusetts,
Maine, and New Hampshire.

Regulatory Matiers
the Federal level, gas industry deregulation began in the
-+t-1980s when the Federal Energy Regulatory Commussion
(FERC) required interstate pipelines to provide nondiscrimi-

natory transportation services pursuant to unbundled rates.
This regulatory change permitted large industrial and com-
mercial customers 1o purchase their gas supplies either from a
local distribution company (LDC) or directly from competing
producers and marketers, which would then use the LDC's
facilities to transport the gas. More recendy, the focus of dereg-
ulation in the gas industry has shifted eo retail customers at the
state level.

NiSource pursues initiatives that give retalt customers the
opporturity to purchase natural gas directly from marketers
and to use Gas Distribution’s facilities for transportation serv-
ices. These opportunities are being pursued through regulatory
initiatives in all of its jurisdictions. Onece fully wplemented,
these programs would reduce Gas Distnibution’s commodity
sales function and provide all customer classes with the oppor-
tunity to obtain gas supplies from alternative merchants, As
these programs expand to all customers, regulations will have
to be implemented to provide for the recovery of transition
capacity costs and other transition costs incurred by a utitity
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serving as the supplier of last resort if the marketing company
cannot supply the gas. Transition capacity costs are created as
customers enroll in these programs and purchase their gas
from other suppliers, leaving the Gas Distribution subsidiaries
with pipeline capacity it has contracied for, but ne longer
needs. The state commissions in jurisdictions served by Gas
Distribution are at various stages in addressing these 1ssues
and other transition considerations, Gas Distribution 15 cur-
rently recovering, or has the opportunity to recover, the costs
resulting from the unbundling of its services and believes that
most of such future costs and costs resulting from being the
supplier of last resort will be mitigated or recovered.

In December 1996, the Public Utilities Commussion of Ohio
{(PUCO) approved a request from Columbia CGas of Ghio. Inc.
(Columbia of Ohio) that extends Columbia of Ohio’s
Customer CHOICE™ program through October 31, 2004,
freezes base rates through October 31, 2004, and resolves the
1ssue of transition capacity costs. Under the agreement,
Columbia of Ohio would assume total financial risk for mitiga-
tion of transition capacity costs at no additional cost to cus-
tomers. Columbia of Ohio has the opportunity to utilize non-
traditional revenue sources as a means of offsetting the costs,
Columbia of Ohio extended its Customer CHOICE™ program
to all of its nearly 1.3 million customers in mid-1998 and there
are now over 470,850 customers participating, including
approximately 429,000 residential customers.

In April 1999, Columbia Gas of Kentucky, Inc. (Cohimbia
of Kentucky) filed an application with the Kentucky Public
Service Commission (KPSC), seeking approval to mitiate a res-
idential and small commercial gransportation program. In
January 2000, the KPSC approved Columbia of Kenmcky’s
application, but did not renew Columbia of Kentucky’s gas
cost incentive program originally approved in 1996. Columbia
of Kentucky filed for a rehearing of the order during the first
quarter of 2000. On May 19, 2000, the KPSC issued an order
affirming its original decision to deny continuation of the gas
cost incentive program. As an alternative, an incentive sharing
mechanism was approved that allows Columbia of Kentucky to
retain 25% of annual off-system sales over the term of the pilot
program. Additionally, Colursbia of Kentucky will remain
responsible for mitigating transition capacity costs through the
atilization of non-traditional revernies. Columbia of Kentucky
began customer enroliment in the pilot program in September
2000, for gas deliveries beginning November 1, 2000. The
program is scheduled to run through 2004. Currently,
Columbia of Kentucky has approximately 14,008 customers
enrolled and participating in its CHOICE™ program.

The tightening of supply in the natural gas market over the
last half of 2000, along with the resultant increase in price of
natural gas. has caused several marketers to default on their
obligation to deliver gas to Columbia of Ohio and Columbia of
Kentucky under both the traditional and CHOIGE™ transpor-
tation programs. Columbia of Ohio and Columbia of Kentucky
ave terminated marketers with 19,500 customers in tradi-
tional transportation programs and customers of CHOLCE!™
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Columbia of Ohio is also & party to two lawsuits involving
Energy Max, one of the terminated marketers. A customer in
Toledo, Ohio, filed the first suit on October 18, 2000, against
both Energy Max and Columbia of Ohio, asking that the com-
plaint be certified as a class action (Hull v. Columbia Gas of
Ohio and Energy Max). The plaintiff is sceking to recover the
difference between what he would have paid for gas under his
Energy Max contract, and what he is paying under Columbia
of Ohio’s gas cost recovery rate. On January 26, 2001,
Cotumnbia of Ohic filed its Answer and a Metion of Dismiss.
Energy Max has not filed an answer and 1s subject to a motion
for default judgment. The second suit was filed by Columbia
of Ohio against Energy Max on Javuary 2. 2001,
Youngstown, Ohio (Columbia Gas of Ohic v. Energy Max). In
this case, Columbia of Ohio is seeking to recover in excess of
$340.000 from Energy Max due to its non-debivery of gas in
Columbia of Ohio’s traditional transportation program.
Columbia of Ohio has been given the right to bill the end users
for their gas consumption during the months of November and
December 2000, The Ohio Office of Consumers’ Counsel has
also filed a complaint at the PUCO against certain marketers,
but Columbia of Ohio is not a party to these complaints at
this time. ' :

In Pennsylvania, legislation was passed in June 1999 that
allows consumers statewide to choose their natural gas sappli-
er. Under the legislation, all Pennsylvania natural gas utilities,
upon approval of the Pennsylvania Public Utility Commission
(PPUC), offered all of their customers the opportumity to
choose a supplier by July 1, 2000, Before offering chosce pro-
grams to customers, each company was required to submit a
restructuring plan to the PPUC. In 1999, Columbia Gas of
Pennsylvania, Inc. (Columbia of Penmsylvania) filed a statewide
restructuring plan with the PPUC, which was subsequently
approved.

In 1997, the Indiana Utility Regulatory Commission
(IURC) approved Northern Indiana’s Alternative Regulatory
Plan (ARP), which implemented new rates and services that
included, among other things, unbundling of services for addi-
tional customer classes (primarily residential and commercial
users), negotiated services and prices, a gas cost Incentive
mechanism, and a price protection program. The gas cost
incentive mechanism allows Northern Indiana to share any
cost savings or cost increases with its customers based upon a
comparison of Northern Indiana’s actual gas supply portfolio
cost to a market-based benchmark price. The gas cost incen-
tive mechanism was reviewed with the Office of Utility
Consumer Counselor (QUCC) in December of 2000, and an
agreement to extend the program in phases through 2004 was
reached. The agreement is subject to approval by the FURC.
During the phase-in period, Northern Indiana offered cus-
tomer choice to all 660,000 residential and 50,000 commercial
customers throughout its gas service territory. In addition, as
Northern Indians has allowed residential and commercial cus-
tomers to designate alternative gas suppliers, it has also offered
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new services to all classes of customers including price protec-
tion, negotated sales and services, gas lending and parking,
and new storage services. As of the end of 2000, 15,711
customers were enrolied in Northern Indiana’s castomer
choice program.

In 1989 the Virginia State Corporation Commission
{(V5CC) gave Columbia Gas of Virginia, Inc. (Columbia of
Virginia), approval to ofler all of is 175,000 residential and
comumercial customers the opportunity (o choose theiy natural
gas suppliers. Columbsa of Virginia has been providing a pilot
transportation progran in the Gainesville rarket area of
Northern Virginia since late 1997, There are now over 7,500
customers participating 1n the pilot program.

In August 1998, the Marvland Public Service Commission
approved a two-year conginuation of Columbia Gas of
Marvland, Inc’s (Cohunbia of Maryland) Customer CHOIGE
program which allows all of its nearly 32,000 customers to
select a natural gas suppher other than Columbia of Maryland.
There are approximately 2,406 custonzers participating in the
program.

Bay State implemented unbundled rates and serviees for all
24,092 of its commercial and industrial customers in 1993,
and launched one of the nation’s earliest residential and small
commercial-industrial customer choice pilot programs in
1996, The Bay State pilot, concluded on November 1, 2000,
when al} Massachusetts gas utilittes made unbundled gas serv-
1ce available to all customer classes pursuant to new statewide
model terms and conditions approved by the Massachusetts
Department of Telecommunications and Energy. As of
December 31, 2000, Bay State had 8.691 customers enrolled

m the program.
"~ In New Hampshire, Northern Utlities, Inc. (Northern
Uttlities) introduced unbundled tanfls and services for all com-
merciai-industrial customers in 1994, Currently there are
approximately 87 customers enrolled m the program. In 1998,
the New Hampshire Public Utilities Commission (NHPUCG)
formed & collaborative group to investigate the merits of fur-
ther unbundhing and advise the NHPUC accordingly. The col-
laborative group has recommended new model terms and con-
ditions and regulztions designed to make unbundled services
avatlable to all commercial-industrial customers statewide on
May 1, 2001, with consideration of residential unbundling at a
fater date.

In Mame, Northern Utilities miroduced imbundled rates
and services for large cormmercial-industrial customers in
December 1995 and expanded the availability to all daily
metered commercial and industrial customers on November 1,
1999, In June 1999, the Maine Public Ualities Commission
opened an inquiry inte the potennal ments of further regalatory
changes related to unbundling. Comments from all partdcipat-
my parties were submitted at the tme of the technical session
m Julv 1999, This inguiry was mntended to investigaze all the
key elements of lail customer choice and will Inchude a review
of customer cholce progrums in Massachusetts and New
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Hampshire. Northern Utilities 1s currently awaiting the
Commisston’s proposed model terms and conditions as the
next step.

FERC Order 637

The Federal Energy Regulatory Commission (FERC) issued
Order 637 on February 9, 2000. The order sets forth revisions
to FERC regulations governing short-term natural gas trans-
portation services and policies governing the regulation of
interstate natural gas pipelines. Among other things. the order
lifts the price cap for short-term capacity release by pmeline
customers for an experimental period ending September 1,
2002,

(as Distribution 1s acoively engaged in setdement discus-
sions with all of their pipeline suppliers as weli as with other
major customers on those pipeline systems in an effort to
resolve Issues ratsed by the pipelines’ pro forma compliance fil-
mgs regarcing FERC Orders 637 and subsequent Orders
637A and 6378 (collectively referred to as Order 637}
Participants in these discussions reflect all segments of the
industry.

Based on the progress of those discussions to date, Gas
Distribution believes that implementation of FERC Order 657
initiatives will generally not take place prior to the winter of
2001-2002. Also given the degree of compromise that will be
required of all segments of the industry, management believes
that implementation will not have a matenal affect upon Gas
Distribution costs, operations or income, Gas Distnbution 1s
currently n the process of evaluating the potential changes and
impact Order 637 may have on operations; however, it is not
antictpated that the implementation of Order 637 will have a
material impact on NiSource’s conselidated resulis.

Envivenmental Matters

Remediation. Several Gas Distribution subsidiaries are a
“potentially responsible party” (PRP) at waste disposat sites
under the Comprehensive Environmental Response
Compensation and Liability Act (CERCLA) {cornmonly
known as Superfund) and similar state laws, including at for-
mer manufactured gas plant (MGP) sites which such sub-
sidiaries, or their corporate predecessors, own or owned and
operated. Gas Distribution subsidiaries may be required to
share in the cost of clean-up of such sites. In addition, some
Gas Distribution: subsidiaries have corrective action Lability
under the Resource Conservation and Recovery Act (RCRA)
for closure and clean-up costs associated with underground
storage tanks.

- Gas Distribution is party o or otherwise mvolved m elean-
up of three waste disposal sites under Superfund or similar
state laws. For one of these sites the potential Hability is de
minimis and, for the other two, the fimal costs of clean-up have
not yet been determined. As site investigations and clean-ups
proceed, waste disposal site Hability 15 reviewed perodically
and adjusted as additional mformaton becomes available,
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A program has been instituted to identify and investigate
former MGP sites where Gas Distnibution subsidiaries or
predecessors are the current or former owner. The investiga-
tion has identified 85 such sites. Initial investigation has been
conducted at 39 sites. [nvestigation activities have been com-
pleted at 26 of the 39 sites and remedial measures have been
selected or implemented at these sites. Only those site investi-
pation, characterization and remediation costs currently known
and determinable can be considered “probable and reasonably
estimable™ under Statement of Financial Accounting Standards
Na. 5. “Accounting for Contingencies™ {SFAS No. 5).

As costs become probable and reasonably estimable. the
associated reserves will be adjusted as appropriate. NiSource 1s
unable, at this time, to accurately estimate the time frame and
potential costs of the entire program. Management expects that
as characterization is completed and approved by the EPA,
additional remediation work is performed and more facts
hecome available, NiSource will be able to develop a probable
and reasonable estimate for the entire program or & major por-
tion thereef consistent with Securities and Exchange

ommission’s Staff Accounting Bulletin No. 92, SFAS No. 5,
and American Instirute of Certified Public Accountants
Statement of Position 96-1, ’

NiSource intends to continue to evaluate its facilities and
properties with respect to environmental laws and regulations
and take any required corrective action. To the extent site
investigations have been conducted, remediation plans devel-
oped and the responsibility for remechation established, the
appropriate estimated liabilities have been recorded. A regula-
tory asset has been recorded 1o the extent environmental
expenditures are expected to be recovered through rates,

As of December 31, 2000, a reserve of approximately
$94 miilion has been recorded to cover probable environmen-
tal response actions. The ultimate liabihiey in connection with
these sites will depend upon many factors, including the vol-
ume of material contributed to the site, years of ownership or
operation, the number of other PRPs and their financial viabil-
ity and the extent of environmental response actions required.
Based upon investigations and management’s understanding of
current envirommnental laws and regulations, NiSource helieves
that any environmental response actions required. after consid-
eration of insurance coverage, contributions from other PRPs
and rate recovery, will not have @ material effect on its financral
position or results of operations.

Mercury Program. Until the 1960s, gas regulators contain-
ing small quantities of mercury were installed 1n homes on
some natural gas systems. The purpose of these regulators was
to reduce the pressure of the natural gas flowing from the serv-
ice line for use inside of the home.

[ 2000, several unaffiliated gas distribution cornpanies
were involved in highly publicized testing and clean-up pro-
grams resuiting from mercury spills associated with the
removal of gas regulators containing mercury. A number of the
NiSonnce gas distribution subsidiaries historically ughzed gas
regulutors that contained small guantities of mmercury. All
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NiSource subsicliaries have implemented a program for
reviewing their procedures for managing gas regulators con-
taining mercury. While this program is currently underway, it
has not identified any significant problems associated with past
or current use or rersoval of mercury regulators. Tnformacon
generated to date shows that certain: NiSource gas distribution
subsidiaries have a small number or no mercary-containing gas .
regulators in service. NiSeurce gas distribution subsicharies
that still utilize gas regulators containing mercury have pro-
grams in place to ensure the proper managenient of gas regula-
tors containing mercury, including ensuring that any accidental
mereury spills associated with maintenance or removal of these
regulators are detected and properly cleaned up.

NiSource subsidiaries have received and responded to
inquiries about the current and historical use of gas regulators
containing mercury from regulatory agencies in Kentucky and
Pennsylvania. In addition, on December 7, 2000, the
Environmental Protection Apency (EPA) Region V sent letters
to all NiSource subsidiaries in Indiana and Ohio asking each
of them 1o “review its records and address any concerns or
issues associated with mercury regulators, manometers, or any
other mercury-containing measuring devices.” We believe that
the program described in the preceding paragraph will be suf-
ficient to satisty the EPA’s request.

Volwwtary Early Retivement Program

As a result of NiSource’s ongoing review of its various busi-
ness units, the acquisition of Columbia, the utilization of
improved technologies and process improvement initiatives,
management has identified a number of ways to improve
efficiency. As discussed below, NiSource implemented a
Voluntary Early Retirement Progran {VERP) to reduce
staffing levels.

In September 2000, NiSource announced the introduction
of a VERP for certain of its subsidiaries. Approximately 110
employees were eligible. During the acceptance period that
began on October 12, 2000, and closed on November 25,
2000, 80 employees elected early retrement. The majority
of the retirements nceurred on January ¥, 2001, NiSource
recorded expense of $8 million in the lourth quarter of 2008
related to this VERP.

Foilowing the acquisition of Columbia on November 1.
2000, a VERP was offered to employees of Columbia’s gas dis-
tribution subsidiaries. The acceptance pentod ended on
December 92, 2000, at which time 64 emplovees elected early
retirement with the majority of the retirements also oceurring
on January 1, 2001. The total fourth gquarter 2000 cost of this
VERP was $4.7 million.

Retirement costs for these emplovees are funded through
the pension plan.

Deleoeries

Due to the acquisition of Columbia on November 1. 2000,
total sales and transportation deliveries for 2000 of 594.1 bil-
lon cubic feet (Bel), increased 160.8 Befover T899, s
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Gas Distribution Operation Results (Unaudited)

tive gas distribution subsidiaries for the last two months of Year Ended December 1, fin miliions) 2000 i 1098
2000 which contributed 133 Bef to the total sales and trans- Net Revenues
portation for that vear and added over 2.1 million customers. Sales reverues $1,983.9 $969.7 $651.3
Sales and transportation deliveries in 1999 for the Gas Less: Cost of gas sold 1,481.7 6303 376.1
Distribution operations were 141.1 Bef and 253.0 Bef, respec- Net Szles Revenues 502.2 339.4 275.2
tively. Compared to 1998, this was an increase of 42.9 Bef for Net Transnorati
: L A ; Net Transporation
sales and 75.2 Bef for transportation due largely to the inclu- Revenues 937 .8 120.0 -
sion of Bay State’s results for 10 months of 1999 and 12% :
T Net Revenues 740.0 459.4 275.2
colder weather.
Operating Expenses
Net Revenues Operation and roaintenance 28201 1935 113.1
Net revenues for 2000 of $740 nullion increased $280.6 mil- Depreciation and _ ; ~
lion over 1999 due primarily to the inclusion of Columbia’s amoruzation. 14{'3 Lid.4 47
. . . Loss on asset impairments 16.9 -
Gas distribution operations for the last two months of 2000 : o . . .
) : ' . Other taxes 68.5 35.1 22.3
and the full year effect of Bay State. Also improving net rev- —
enues were increased sales due to colder weather in the last Total Operating Expenses 514.6 344.0 210.1
quarter of 2000 Operating Income § 225.4 $115.4 $ 651
For 1999, net revenues were $459.4 million, an increase of
L2 mall C i Te3e o . ’ L.
$184.2 million over hl 998 as a result of the mlclu.smn of ten Gas Distribution Operating Highlights
months of Bay State’s operations, together with increased sales " 2000 1999 1995
.t{') resuicntla_l and Commf;rmai customers due to colc.ler \.vcather Throughput (B
in 1999, which was partially offset by decreased deliveries to Sales T _
industrial customers. Also improving net revenues were addi- Residential 140.5 . 90.6 622
tional revenues from transportation services. Commercial 56.5 37.7 23.5
: Industrial and Other 15.1 12.8 12.5
Operating Income . _ Total Sales 212.1 141.1 9%.2
Operating income of $225.4 million for 2000 increased $110 Transportation 3592.0 954 () 177.8
il er 190 .t 1ths of Columbiz’s -
mmion ‘(’i“; . Hq ““'ﬂ°f§“$ “}’B “fog’ the ?1“ o m; OPETE Tl Throughput 564.1 394.1 276.0
tions and the full year eflect of Bay S tate. Tempering these Off-System Sales 30.0 309 316
improvements was $16.9 million of expense in 2000 for the
write-down of certain assets in preparation for sale and Total Sold and
- -1 ) . . {ransported 594.1 433.3 307.6
approximately $6.9 million of expense related to the amortiza-
tion of gocl)dwﬂl atmbutable to the acquisition of Columbia, Customers (served at year end)
restructuring costs and higher employee related costs. These Sales
higher costs were partially offset by lower customer related Residential 2,352.219 939,426 675,782
EXpenses. Commercial 216,361 85.632 53.061
In 1999, a $13 million favorable adjustment was recorded Industrial and Other 6,032 3.857 3.872
for an nsurance set.tlcment rela.ted to clean-up costs for‘ WA= Toa] Sales Customers 2,574,612 1,028.015 732,715
factured gas plant sites. Operating income of $115.4 million Transportation 636,442 49 306 6,685
! 5 © £ T N " ( g , i &t N M .
for 1999 in'creasec"l $50.3 million over 1998, The 1m}?rovement Toral Custormers 5,211,054 1.071.92] 739,400
was primarily attvibutable to ten months of Bay State’s opera-
tions and the $13 millien favorable insurance settlement men- zegfele Days 5139 . 007
tioned above, partially offset by higher employee related costs. ctua 3l 5.593 A
'k ’ y e pioy Normal 5,324 6,104 6,104
ELECTRIC OPERATIONS
NiSource generates and distributes elcetricity, through its sub- stations with a net capability of 3,179 megawatts. four gas-fired

siclary Northern Indiana, to approximately 430,057 customers
m 21 counties in the northern part of Indiana. Northern
Indiana owns and operates four coal-fired elecuric generating

combustion turbine generating units with a net capability of
203 megawats and two hydroelectrie generating plants with a

net capability of 10 megawatts, These facilites provid
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total system net capability of 3,392 megawatts. Northern
Indiana is interconnected with fve neighboring electric
utihiies. '

Market Conditions

The regulatory frameworks applicable to electric operafons
are undergoing fundamental changes. These changes have pre-
viously had, and will continue to have an impact on NiSource’s
electric operations, structure and profitability. At the same
time. competition within the industry will create opportunities
to compete for new customers and revenues. Management has
taket steps to become more competitive and profitable in this
changing environment, including converting some of its gener-
ating units to allow use of lower cost, low sulfur coat and
improving the transmission interconnections with neighboring
electric utilities.

Regulatery Matters

FERC issued Order No. 888-A in 1996 which required all
public utilities owning, controiling or operating transmission
lines to file non-discriminatory oper-access tariffs and offer
wholesale electricity suppliers and marketers the same trans-
mission service they provide themselves. On June 30, 2000,
the D.C. Circuit Court of Appeals upheld FERC’s open access
orders in all major respects. In 1997, FERC approved
Northern Indiana’s open-access transmission tariff, On
December 20, 1999, FERC issued Order 2000 addressing the
formation and operation of Regional Transmission Organiza-
tions {(RTOs). The rule is intended to eliminate pricing
inequities in the provision of wholesale transmission service.
On October 16, 2000, NiSource filed with the FERC indicat-
ing that it is committed to foining an RTO and that 1t would
likely join an alliance RTO. Although wholesale customers
currently represent a small portion of Northern Indiana’s elec-
tricity sales, it intends to continue its efforts to retain and add
wholesale customers by offering competitive rates and also
intends to expand the customer base for which it provides
{ransmission Services.

At the state level, during 1999, discussions were held with
the other investor-owned utilities in Indiana and with ether
segments of the Indiana electric mdustry regarding the techni-
cal and economic aspects of possible legistation leading to
greater customer choice. A consensus was not reached.
Therefore. NiSource did not support legislation regarding
electric restructuring during the 2000 session of the Indiana
General Assembly. Discussions are ongoing with all segments
of the Indiana electric industry in an attempt to reach a con-
gensus on clectric restructuring legislation.

During the course of a regularly scheduled review, referred
1o as a Level 1 review, the staff of the Indiana Utility
Regulatory Commission (ITURC) made a prefiminary determi-
nation, based on unadjusted historical financial information
filed by Northern Indiana, that Northern tndiana was earning
rerurns that were in excess of its last rate order and gencrally
established standards. Despite holding meetings with the
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TURC staff during 2000 to explain several adjustments that
needed to be made to the filed information to make such an
analysts meaningful. the stafl has recommended that a formal
investigation be performed. The JURC has ordered that an
investigation begin. Management is unable at this fime to
determine if a broader analysis, which would be performed
through a formal investigation, could result in a rate adjust-
ment that would be higher or lower than currently allowed
rates. Management intends to vigorously oppose any efforts to
reduce rates that may result from this investigation.

Enwvivenmental Matters

Air. The Clean Air Act Amendments of 1990 (CAAA) impose
lmits to conerol acid rain on the emission of sulfur diexide and
nitrogen oxides (NOx) which becane fully effective in 2000.
All of Northern Indiana’s facilities are in compliance with the
sulfur dioxide and NOx limats.

The CAAA also contain other provisions that could lead to
Limitations on emissions of bazardous air pollutants and other
air pollutants (including NOx as discussed below), which may
require significant capita expenditures for control of these
emissions. Until specific rules are issued that affect Northern
Indiana’s facilities, what these requirements will be or the costs
of complying with these requirements cannot be predicted.

During 1998, the EPA issued a final rule, the NOx State
Implementation Plan (SIP) call, requiring certain states,
including Indiana, to reduce NOx levels from several sources,
including industrial and utibey heilers. The EPA stated that
the intent of the rule is to lower regional transport of ozone
inpacting other states’ ability to attain the federal ozone stan-
dard. According to the rule, the State of Indiana must issue
regulations implementing the control program. The State of
Indiana, as well as some other states, filed a legal challenge in
December 1998 to the EPA NOx SIP call rule. Lawsuits have
also been filed against the rule by various groups, including
utilities. In a March 3. 2000, decision, the United States Court
of Appeals for the D.C. Circui¢ ruled largely in favor of the
EPA’s regional NOx plan and on June 22, 2000, the court
extended the deadline for the state plan submittals implement-
ing the EPA NOx SIP call to October 30, 2000. A petition for
a hearing before the United States Supreme Court has been
gled, The State of Inciana superceded its February 2000, pro-
posed NOx control plan designed to address Indiana’s ozone
nonattainment areas and regional ozone transport, by initiating
rulemaking on a more stringent rule compliant with the EPA’s
NOx SIP call rule. That rulemaking is expected to be finalized
by mid-summer 2001. Northern Indlana is actively involved mn
the review of and comment on the proposed Indiana rules.

In spite of the state’s efforts, on December 18, 2000, the
FPA sent Indiana and 10 other NOx SIP cali states and the
District of Columbia deficiency notices for their fajlure to sub-
mit fnal rules by the October 30, 2000, deadiine. Because
Indiana has been working with the EPA and 1s expected to
finalize its rule by mid-summer 2001, no additional adverse
TequIreHIenty are expected. Any NOx emission limitations
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resulting from the Indiana rules are expected to be more
restrictive than those imposed on clectric utilities under the
CAAA's acid rain NOx reduction program descnbed above.
NiSource is following the litigation and evaluating the court
decision and any potential requirements that could result from
the rules as implemented by the State of Indiana. NiSource
believes that the costs relating to compliance with any new
standards may be substantial, but such costs are dependent
upon the outcome of the current litigation and the ultimate
control program agreed to by the targeted states and the EPA
and are not currently reasonably estimable. NiSource 1s contin-
uing its programs to reduce NOx ernissions at Northern
Indana’s electric faciiities and will continue to closely monitor
developments in this area.

In a matter related to the NQx SIP call, several northeastern
states have filed petitions with the EPA under Section 126 of
the Clean Air Act. The petitions allege harm and reguest relief
from sources of emissions in the Midwest that allegedly cause
or contribute to ozone nonattainment in their states. NiSource
1s momnitoring the EPA’s decisions on these petidons and exist-
g litigation to determine the impact of these developments
on programs to reduce NOx emissions at Northern Indiana’s
electric facilities.

The EPA issued final rules revising the National Ambient
Air Quality Standards for ozone and particulate matter in July
1997 On May 14. 1999, the United States Court of Appeals
for the D.C. Gircuit remanded the new rules for both ozone
and particulate matters to the EPA. The Court of Appeals
Decision was appealed to the Supreme Court which heard oral
arguments on November 7, 2000, and 1s expected to make a
decision in spring 2001, If upheld by the court, the revised
standards could require additional reductions in sulfur diox-
ide, particulate matter and NOx emissions from coal-fired boil-
ers {(including Northern Indiana’s electric generating stations)
beyond measures discussed above. Final implementaton
methods will be set by the EPA as well as state regulatory
authorities. NiSource believes that the costs relating o compli-
ance with any new limits may be substantial but are dependent
upon the ultimate control program agreed to by the targeted
states and the EPA and are currently not reasonably estimable.
NiSource wili continue to closely monitor developments in
this arca, however, the exact nature of the impact of the new
standards on its operations will not be known for some ume.

In a letter dated Septernber 15, 1999, the Attorney General
of the State of New York alleged that Northern Indiana vie-
tated the Clean Air Act by constructing a major modification
of one of its electric generating stations without obtaining pre-
construction permits required by the Prevention of Significant
Deterioration {(PSI)) program. The major modification
aliegedly took place at the Ro M. Schuhfer Station when, “in
approximately 1995-1957, Northern Indiana upgraded the
coal handling system at Unit 14 at the plant.” While Northern
Indiana is mvestigating these allegations. it does not believe
thas the alleged modifications required preconstruction review
inder the PST program and believes that all appropriate per-
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nuts were acquired.

Initiatives are being discussed both in the United States and
worldwide to reduce so-called “greenhouse gases” such as car-
hon dioxide, a by-product of burning {ossil fuels. Reduction of
such enssions could result in significant capital outlays or
operating expenses for Northern Indiara.

On December 20, 2000, by notice in the Federal Register,
the EPA issued a finding that the regulation of emissions of
mercury and other air toxics from coal and oil-fired electric
stearn generabing units 1s necessary and appropriate, The EPA
expects to issue proposed regulations by December 15, 2003,
and finalized regulations by December 15, 2004, The potential
mpact, il any, to NiSource’s financial results that may occur
because of any potential new regulations concerning emissions
of mercury and other air toxics 1s unknown at this time.

Remediation. Northern Indiana is 2 PRP at four waste dis-
posal sites under CERCLA and similar state laws, and may be
required to share in the cost of clean-up of such sites. In addi-
tion, Northern Indiana bas corrective action Hability under the
RCRA for closure and clean-up costs associated with treat-
ment, storage, and disposal units. As of December 31, 2000, a
reserve of approximately $2 million has been recorded to cover
probable environmental response actions at these sites. The

-ultimate liability in connection with these sites will depend

upon many factors, including the volume of material con-
tributed to the site, years of ownership of operations, the num-
ber of other PRPs and their financial viabiiity and the extent of
environmental response required, Based upen investigations
and management’s understanding of current environmental
laws and regulations, NiSource believes that any environmentat
response required witl not have o material effect on its financial
position or results of operations.

Sales
Electric sales for 2000 of 17.5 bilhon kilowatt-hours {kwh)
decreased 899.5 mitlion kwh, or 5% as compared to 1999 due
primarily to reduced residential sales reflecting cooler weather
and reduced wholesale sales. The basic steel industry
accounted for approxamately 32% of electric sales in 2000.

In 1999, electric sates of 18.4 billion kwh decreased 11,1
bilion kwh. or 38% from 1998 due primarily to lower whole-
sale and power trading.

Nel Revenes
in 2000, electric net revenues of $812.4 mitlion increased by
$10 ruiflion over 1999 due largely to higher sales rates in
effect. The average revenue per kwh sold increased 2% over
1999 1o 6.08 cents per kwh in 2000, white the cost of fuel for
eleciric generation in 2000 decreased $7 million compared
to 1999 reflecting decreased fuel costs, The aversge cost per
kwh generated decreased 4% from 1999 w0 1.41 cents per
kwh in 2000,

Electric net revenues for 1999 of $802.4 million, increased
by $35.5 inillion over 1998 primarily as a resnlt of a decrease
m the cost of sales. The average revenue per kwh sold
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increased 26% fram 1998 to 5.97 cents per kwh in 1999, The
cost of fuel for electric generation 1n 1999 deereased $1.5 mil-
lion compared to 1998 primarily reflecting an average cost of
1.47 cents per kwh in 1999, a decrease of 3% from 1998.

Operating income

Operating income for 2000 of $364 million was relatively
unchanged from 1099, as higher net revenues. as discussed
above, were offset by higher operating expenses atiributable to
generally increased operating costs and higher deprecation
expense as a result of additional plant in service. These tugher
expenses were partially offset by lower other taxes.

For 1999, aperating income of $363.4 million, increased by
$14.8 miliion from 1998, reflecting higher net revenues, as dis-
cussed above. tempered by higher operating expenses due 1n
large part to increased employee related costs and higher gross
receipts and property taxes.

GAS TRANSMISSION AND
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Electric Operation Results (Unaudited)
Yeur Ended Decomber 31, 0 1994 18998

{in millions)
Net Revenues

Sales revenues $1.559.9 $1.348.9 $1.430.0
Less: Cost of sales 747.5 546.5 6629
Net Revenues 812.4 802.4 7671
Operating Expenses
Operation and
maintenance 257.7 Q274 210.1
Depreciation 162.7 158.5 156.8
Oither taxes 48,6 53,1 51.6
Total Operating Expenses 448.4 439.0 4185
Operating Income $ 3640 § 56354 § 53486
Elgetric Operating Highlights
i 2000 1994 20U

Sales (000 Megawait-houts)

Residential 2.953.3 2.066.7 2.936.8
Commercial 3,373.4 3.202.1 3.150.1
Industrial 9.484.1 9.186.1 8,782.4
Wholesale and
power trading 1.546.9 2.765.4 14,4806
Orther 121.8 138.7 121.6
Total Sales 17.479.5 18.579.0 20,4805

Customers (Served at year end) .
376.483

Residential 379,908 372,383
Commercial 46,637  45.82] 44,960
Industrial 2.662 2.677 2,736
Whalesale and
power trading 44 44 46
Other s06 815 822
Total Customers 430,057 425,840 424,947

STORAGE OPERATIONS

NiSource’s gas transmission and storage segment primarily
consists of the operations of Columbia Gas Transmission
Corporation {Columbia Transmission), Columbia Guif
Transmission Company (Columbia Gulf) and Columbia
Pipeline Corporation. In total NiSource owns a pipeline net-
work of approximately 15,880 miles extending from offshore
in the Gulf of Mexico to Lake Erie. New York and the castern
seaboard. Together they serve customers in fifteen northeast-
ern, mid-Atantic, midwestern and southern states, as well as
the District of Colurnbia, In additon, Columbia Transmission
operates one of the nation’s largest underground natural gas
storage svscems. Throughput for € “olumbia Gulf reflects main-
line tansportation services from Rayne, Louisiana, to Leach,
Kentucky, and short-haul transportation services from the Gulf
of Mexico o Rayne, Louisiana,

Proposed Millennium Pijpeline Project
The proposed Millennium Pipeline Project (Millennium
Project), in which Columbia Transmission is participating and
will serve as developer and operator, will transport western gas
supplies to northeast and mid-Adantic markets. The 442-mile
pipeline will connect to TransCanada Pipe Lines L. at a new
Lake Frie export point and transport approximately 700,000
Dth per day to eastern markets. There are currenily eht
shippers who have signed agreements for a significant porgon,
in aggregate, of the avaitable capacity. Based on delays attrib-
uted to the regulatory approval process at the FERC. the
Millennium Project sponsors have advised the FERG ofa
revised in-service date of November 1, 2002,

The sponsors of the proposed Millennium Projectare
Columbia Transnssion, Westcoast Energy, Inc., TransCanada
Pipe Lines, Lid. and MCN Energy Group, Inc.
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Volunteer Pipeline

On April 14, 1999, Columbia Gulf, MCN Energy Group. Inc.
and AGL Resources, Inc. announced the start of an open sea-
son on the proposed Volunteer Pipeline {(Volunteer). They
were offering approximately 250,000 Dth per day of capacity
i a natural gas pipeline extending approximately 160 miles
from an interconnection near Portland, Tennessee, to an inter-
connection near Chattanooga, Tennessee. Volunteer antick-
pates addinonal interconnections with several pipeline compa-
nies including Columbia Gulf who will also serve as operator
of the new pipelme facilities.

At the end of the open season in May 1999, nearly a dozen
companies requested more than 440,000 dth per dav of capac-
ity on Volunteer. Following the conclusion of the open season,
several power developers in Georgia also expressed interest in
obtaining capacity in the Volunteer pipeline. Volunteer expects
to provide firm natural gas transportation from the mid-conti-
nent into the Atlanta, Georgia market, and other southeastern
markets. Volunteer is currently in the process of negotiating
with potential shippers, and the timing of a FERC construe-
tion application is contingent upon a final determination of
market demand based upon these negotiations. Volunteer is
exploring several consiruction options and timelines that
would have the pipeline in place to meet market demand as 1t
evolves, Subsequent to the open season, AGL Resources, Inc.
withdrew its participation in the project.

Marnline ‘99

Columbia Gulf fled an application with the FERC in June
1998, for authority to increase the maximum certificated
capacity of its manline facilines, Columbia Gulf's largest
expansion of its mainline facilities, referred to as Mainline *99,
was authorized by the FERC in February 1899. The Mainline
89 project has increased Columbia Gulf’s certificated capacity
to rearly 2.2 billion cubic feet per day (Beffday) by replacing
certain compressor units and increasing the horsepower capac-
ity of other compressor stations. Appeals challenging the
FERC's authornization of the Mainline "99 facilities have been
filed and are currently pending before the United States Court
of Appeals for the District of Columbia.

Effect of L.DC Unbundling Services

NiSource’s gas transmission and storage subsidiaries compete
with other interstate pipelines for the transpertaion and stor-
age of natural gas. Since the issuance of FERC Order No. 636,
various states throughout Columbia Transmission’s service
arca have initiated proceedings dealing with open aceess and
unbundling of LD services. Among other things, unbundling
involves providing all EDCs with the choice of what entity will
serve as transporter as well as merchant supplier. While the
scope and {iining of these various unbundiing inltiatives varies
from state to state, retail choice programs are being extended
to mereasing numbers of LD custemers throughout
Columbia Transmission’s marke! areu.
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Among the issues being addressed in the state unbundling
proceedings is the treatment of the pipeline transmission and
storage agreements that have underpinned the traditional LDC
merchant function. In the case of Columbia Transmission and
Columbia Gulf, contracts covering the majority of their firm
transportation and storage quantities with LDCs have primary
terms that extend to Qetober 31, 2004, Management fully
expects that the LDUs, or those entities w which pipeline
capacity may be assigned as a result of the LIMC unbundling
process, will continue to fulfill their obhgations under these
contracts. However, in view of the changing market and regula-
tory environment, NiSource’s transmission companies have
commenced the process of discussing long-term transportation
and storage service needs with their firm customers. Those
discusstons could result in the restructuring of some of these
contracts on mutually agreeable terms prior to 2004,

Columbia Gulf Voluntary Severance Plan

Columbia Gulf announced a voluntary severance plan (VSP)
on September 19, 2000, for its workforce to assist in the elimi-
nation of approximately 70 positions. The positions were elim-
nated by December 31, 2000. The cost of the VSP was
approximately $6.6 milliori and was recognized in the fourth
quarter of 2000.

Environmental Matters
Remediation. Columbia Transmission continues to conduct
assessment, characterization and remediation activities at spe-
cific sites under a 1095 EPA Administrative Order by Consent
(AQQC). The program pursuant to the AOC covers approxi-
mately 240 facilities, approxamately 13,000 liguid removal
poinis, approximately 2,200 mercury measurement stations
and about 3,700 storage well locations. As of December 51,
2000, field characterization has been performed at almost all of
these sites, with the exception of the storage well locations.
Site charactenization reports and remediation plans which
must be submitted to the EPA for approval, are in various
stages of development and completion, Characterzzation of the
storage well locations were Initiated in the fall of 2000 and are
vet to be completed. Significant remediation has taken place at
mercury measurement stations, laquid removal point sites, and
at a hmited number of the 240 facilities, ‘
Only those site investigation. characterization and remedia-
tion costs currently known and determinable can be consid-
ered “probable and reasonably estimable” under Statement of
Financial Accounting Standards No. 5. “Accounting for
Contingencies”™ (SFAS No. 5). As costs become probable and
reasonably estimable. the associated reserves will be adjusted
as appropriate. Columbia Transmission is unable, at this time,
to accurately estimate the time frame and potential costs of the

entire program. Management expects that as characterization is

completed and approved by the EPA, additonal remediation
work 1s performed and more facts become available, Columbia
Transmisston will be-able to develop a probable and reason-
able estimate for the entire program or a myjor porvon thereof,
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consistent with Securities and Exchange Commission’s Staff
Accounting Bulletin No. 92, SFAS No. 5, and American
Institute of Certified Public Accountants Statement of Position
06-1.

At the end of 2000, the remaining environmental liability
recorded on the balance sheet for the gas transmission and
storage operations was $104.5 million. Columbia
Transmission’s environmental cash expenditures are expected
to be approsimately $16 million in 2001 and to remain at this
level in the foreseeable future. These expenditures will be
charged against the previously recorded liability. A regulatory
asset has been recorded to the extent environmental expendi-
tures are expected to be recovered through rates. Management
does not believe that Columbia Transmission’s environmental
expenditures will have a material adverse effect on NiSource's
eperations, haquadity or financial positon, based on known
facts, existing laws, regutations, Columbia Transmission’s cost
recovery settlement with customers and the long time period
over which expenditures will be made.

In addition, predecessor comparnies of Columbsa
Transmission may have been involved in the operation of man-
ufactured gas plants. When such plants were abandoned, mate-
rial used and created in the process was sometimes burnied at
the site. Columbia Transmission s as yet unable to determine
if it will become lable for any characterization or remediation
costs at such sites.

Results of Operations

As part of the acquisition of Columbia that was completed on

November 1, 2000, Columbia Transmission and Columbia

Gulf became wholly owned subsidiaries of NiSource.
Throughput for the last two months of 2000 was 304.4 Bef.
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For November and December 2000, operating revenues. which
are primarily derived from transportation and storage services,
were $161.7 million and operating income was $61.5 million.
Included in operating expense was approximately $8.1 mllion
of goodwill amortization associated with the acquisition of
Columbia.

Gas Transmission and Storage Operations Results (Unaudited)
Tewo Months Ended December 31, {in millaons) 206

Operating Revenues

Transportation revenues $128.1
Sterage revenues 29.9
Other revenues 3.7
Total Operating Revenues 161.7
Gperating Expenses
Operation and maintenance 65.1
Depreciation and amortization 26.1
Other taxes 9.0
Total Operating Expenses 100.2
Operating Income $ 6L5
Gas Transmission and Sterage Operating Highlights
a ’ 2000
Throughput (Mdih)
Transportation
Columbia Transmission :
Market area 269.8
Columbia Gulf
Mainline 111.0
Short-haul 27.5
Intrasegment eliminations {103.9)
Total Throughput 304.4

EXPLORATION AND PRODUCTION OPERATIONS

NiSource’s exploration and production subsidiary, Columbia
Energy Resources, Inc. (Columbia Resources), is one of the
largest independent natural gas and oil producers in the
Appalachian Basin and also has production operations in
Canada. Columbia Resources was acquired as part of the
Columbia sequisition on November 1, 2000. Columbia
Resources produced nearly 10 Bof equivalents (Befe) of natu-
ral gas and oil in the last two months of 2000, has financial
interests in 8,000 wells. and has net proven gas and oil reserve
holdings of 1.1 trillien cubic feet equivalent at December 31,
2000. Columbia Resources also owns and operates approxi-
mately 6.200 miles of gathering pipelines.

Columbia Resources seeks to achieve asset and profit
growth prmarily through expanded drilling activities, Though
only owned by NiSource for the last two months of 2000, for
purposes of presenting a meaningful deseripdon of its opera-
tiotes. the drilling activity is discussed onm aneuad 2000 basis,
For 2000, Columbia Resource’s drilling activity resulted in the

discovery of 78.6 net Befe of gas and oil reserves. For 1999,
reserves of 69.5 Befe were developed. Through December
2000, Columbia Resources has participated in 259 gross (239
net} wells with a success rate of 85 percent compared to 263
gross (240) net wells with a success rate of 82 percent in 1999.

Forward Sale of Natural Gas

On August 24, 2000, Columbia Resources entered into an
agreement with Mahounia Il Limited {Mahonia), whereby
Columbia Resources agreed to sell 111.7 Bef of natural gas to
Mahonia for the period August 2000 through July 2605,

Voluniary Early Reterement Program

in September 2000, Columbia Resources announced the
introduction of 8 VERP. Approximately 100 employees of
Columbia Resources were cligible for the program, which pro-
vided a retirement incentive for active employees who were age
Rty and above with at least five years of service us of January 1,
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2001, The acceptance period ended on December 22, 26006,
with approximately 81 employees electing to participate at a
cost of $5.3 mallion,

Resuldls of Operations

Csas production was 9.5 Bef for the last two months of 2000,
while oil and hguids production was 26,500 barrels. During
this period, approximately $0% of Columbia Resources’
natural gas production was hedged or commiteed through
fixed price contracts at an average price of $3.78 per Mcf.
Operating revenues totaled $41.1 million and operating
income was $15.6 million for this two month period.

Exploration and Production Gperations Results (Unandited)
Trop Months Ended Decemnber 31, 2060

(% in millions)
Operating Revenues

Gas revenues $ 37.9

Other revenues 3.2
Total Operaang Revenues 43.1
Operating Expenses

Operation and mamntenance i3.4

Depreciation, amortization and depletion 9.1

Cther taxes 3.0
Total Operating Expenses 25.5
Operating Income $ 15.6
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Exploration and Production Operating Highlights

2004
Proved Reserves
Gas {Befy 1,687.9
Onl and Liquids (000 barrels) 380.0
Production
Gas {Bef} 9.5
Gil and Liquids {000 barrels) 26.5
Average Prices
Gas (per Mcf)¥ $ 3.98
il and Liquids {per barrel} $29.59

*lnchudes the effect of hedging activities as discussed in Note & of Notes o
Consolidated Financial Statements

ENERGY MARKETING OPERATIONS

NiSource provides non-regulated energy marketing and serv-
ices through its wholly-owned subsidiaries EnergyUSA, Inc.
and its subsidiary TPC and NESI Energy Marketing LLC
(NEM). These operations consist of a variety of energy-related
services, including gas and power marketing and asset manage-
ment services to LDCs, wholesale, commercial and industrial
customers. Inn April 1999, NiSource acquired TPC
Corporation and renamed it EncrgyUSA-TPC Corporation.
TPC primarily provides energy-related asset management and
asset portfolio replacement opportunities, for LIYCs and fuel
requirement services for electric utilides, independent power
producers and cogeneration facilities. In 1999, TPC assumed
the operations of NEM, which provides natural gas sales and
management services to industrial and commercial customers,
engaged in natural gas marketing activittes and provides gas
supply to Northern Indiana, Kokomo Gas and Northern
Indiana Fuel and Light under spot and/or term contracts.

Nef Revenaes
Net revenues for 2000 of $70.4 million increased $50.5 mil-
hon over 1999 primarly due to the addition of significant asset

managernent contracts in the TPC portfolio and the full year
effect in 2000 of TPC operations.

Net revenues for 1999 of $19.9 million increased $10.8
million over 1998 primarily due to the addition of TPC
operations,

Operating Less

Energy marketing had an operating loss for 2000 of $2 miflion
compared to an npcrdtmg loss of $15.5 million for 1999, The
improvement was diue primarily to higher revenues as dis-
cussed above, This improvement was partially offset by $14.4
million of expense recorded for the loss on certain assets in
preparation for sale and increased operating expenses attribut-
able to the full year effect of TPC’s operations.

An operating loss of $15.5 million for 1999 increased $13.4
million over 1998 due largely to higher operating expense
attributable to increased stafling levels that resulted from the
significant growth of the marketing operations in 2000. The
impact of these higher costs was tempered by Tmproved net
revenues, as discussed above.
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Enevgy Marketing Operations Results (Unaudited)

Year Ended December 31,

Page 116 of 338

Hiog 1985 18498

Net Revenues

{8 in milions)

Sales revenues $2,103.3 §774.7 $644.3
Less: Cost of products purchased 2.032.9 754.8 635.2
Net Revenues 70.4 19.9 9.1
Operating Expenses
Operation and mamtenance 44.4 29.5 10.3
Depreciagon 11.% 5.0 0.6
L.oss on asset impairments 14.4 -— -
Other taxes 1.8 0.9 0.3
Total Operating Expenses 72.4 35.4 11.2
Operating Loss $  (2.0) 5(15.5) ${2.1)

OTHER PRODUCTS AND SERVICES

NiSource develops power projects through its subsidiary,
Primary Energy, Inc. (Primary Energy) which works with
industrial customers in managing the engineering, construc-
tion, operation and maintenance of “inside the fence” cogen-
eration plants that provide cost-effective, long-term sources of
energy for energy-mtensive facilicies, NiSource has also mvest-
ed in a number of distributed generation technologies includ-
ing fuel cells and microturbine ventures. NiSource is also
building a dark-fiber optics telecommunications network pri-
marily along its pipeline rights-of-way between New York and
Washington, D.C. NiSource is pursuing strategic alternatives
for its telecommunications network and has recently exited
the pipeline constraction business and is in the process of
selling the line locating and marking business.

Primary Energy

Primary Energy develops, builds, owns, operates and manages
industrial based encrgy projects. The tocus of the company is
to develop on-site, industrial-based energy solutions for large
complexes having multiple energy flows, such as, electricity,
steamn, by-product fuels or heated water. Through its sub-
sicliaries, Primary Energy has entered into agreements with
several of NiSource’s largest industrial customers, principally
steel mills and a refinery, to service a portion of their energy
needs. In order to serve its customers under the agreements,
and to have electricity available for the wholesale market,
Primary Energy, through its subsidiaries, has entered into cer-
tain operating lease conunilments to lease these energy-related
projects, which have a combined capacity of 393 megawats in
operation and 575 megawatts under construction. NiSource,
through subsidiaries, guarantees certain of Primary Energy’s
obligations under each lease, which are included in the
amount disclosed in the Operating Leases in Note 18(G) of
Notes to Consolidated Financial Statements.

Telecommunications Network Exvoronmental Matters
In spring 2000, Columbia Transmission Communication
Corparation (Transcom), received directives from the

" Philadelphia District of the ULS. Army Corps of Engineers

(Philadelphia District) and an administrative order from the
Pennsylvania Department of Environmental Protection (PA
DEP} addressing alleged violations of federal and state laws
resulting from construction activities associated with
Transcom’s laying of fiber optic cable along portions of a
route between Washington, .., and New York City. The
order and directives required Transcom to largely cease con-
strucgion activities. On September 18, 2000, Transcom
entered into a voluntary sefttement agreement with the
Philacielphia District under which Transcom contributed
$1.2 million to the Pennsylvania chapter of the Nature
Conservancy and the Phitadelphia District lified its directives.
As a result of the voluntary agreement with the Philadelphia
Diistrict and communications with the PA DEP, the Maryland
Department of the Environment and the Baltimore District of
the LS. Army Corps of Engineers, work in Pennsylvania and
Maryland is now ongoing. Transcom cannot predict the effect
of the engoing discussions on the completion schedule for the
project, nor the nature or amount of total remedies that may
be sought in connection with the foregoing construction
activities,

Net Revenwes

Net revenues for year 2000 for other products and services of
$114.7 million decreased $7.5 million from 1999, due largely
to lower margins {rom line locating and marking activity par-
tally offset by increased margins from cogeneration activities.
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Net revenues of $122 million for 1999 increased $9.6 mil-
lion over 1998 reflecting a new energy-related project that
began commercial operations in August 1998 and mncreased
pipeline construction activity.

Operating Income
Operating income for 2000 of 6.6 million. decreased $12.5
million reflecting lower net revenues, as discussed above,
together with higher operating expense as a result of increased
costs for line Jocating and marking activities and pipeline con-
struction operations. In addition, the last two months of 2000
include start-up costs related to Transcom’s construction of its
telecommunications netwerk.

Operating income of $19.1 million for 1994 increased $15
million over 1998 due to improved net revenues and reduced
operation and maintenance costs.
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Other Products and Services Results (Unaudited)
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Year Ended December 31, 2000 1999 I9ug
{in millions)
Net Revenues
Products and services
IEVETILES $259.3 $242.9 $211.0
Less: Cost of products
purchased 144.6 120.9 98.6
Net Revenues 114.7 122.0 112.4
Operating Expenses
Operation and
maintenasee 88.8 85.2 85.4
Diepreciation and
amortization 12.6 11.5 8.7
Other taxes 6.7 6.2 6.2
Total Operating Expenses 108.1 102.9 108.3
Operating Income (Loss) § 66 5 191 $ 4.1
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Management’s Statement of Responsibility for Financiabtatdn sy

To the shareholders of NiSource Inc.:

The management of NiSource Inc. (NiSource) has the respon-
sibility for preparing the accompanying consolidated financial
statements and for their integrity and ohjectivity. 'The state-
ments were prepared in accordance with generally accepted
accounting principies. The consolidated financial statements
include amounts that are based on management’s best esti-
mates and judgments. Management also prepared the other
information in the annual report and 1s responsible for its accu-
racy and consistency with the consolidated Anancial statements.
To meet its responsibilities for the reliability of the consoli-
dated financial statements and related financial data,
NiSource’s management has established and mamtains a sys-
tem of internal control that provides reasonable assurance as to
the integriry and reliability of the financial statements. the pro-
tection of assets from unauthorized use or disposition and the
prevention and detection of errors and irregularities on a time-
ly basis. The system of internal control provides for appropn-
ate division of responsibility and i1s documented by written
policies and procedures that are communicated {o employees
with significant roles in the financial reporting process and are
updated as necessary. Management routinely monitors the sys-
tem of internal contrel for compliance. NiSource also main-
tains a strong internal auditing program that independently

T.E. 05-27
Attachment UWUA-1-5 (A)
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assesses the effectiveness of the internal controls and recom-

mends possible improvements thereto. Management believes
that NiSource’s systet of internal control is adequate to
accomplish the objectives discussed above.

January 30, 2001

o

Gary L. Neale
Chairman, President and
Chiefl Executive Officer

W ol

Michael W. O’Donnell
Executive Vice President and

Chief Financial Officer

Report of Independent Public Accountants

To the Board of Directors of NiSource Inc.

We have audited the accompanying consolidated balance
sheets and consolidated statements of capitalization and long-
term debt of NiSource Inc. and subsidiaries as of Decem-
ber 31, 2000 and 1999, and the related statements of consoli-
dated income, common shareholders” equity and cash flows
for each of the three years in the period ended December 31,
2000. These consolidated financial statements are the
responsibifity of NiSource’s management. Our responsibility
is to express an opinion on these consolidated financial state-
ments based on our andits.

We conducted our sudits in accordance with auditing stan-
dards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reason-
able assurance about whether the financial statements are free
of material misstaternent. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in

the financial statements. An audit also mcludes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial state-
ment presentation. We believe that our audits provide a rea-
sonable basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
financial position of NiSource Inc. and subsidiaries as of
December 31, 2000 and 1999, and the resulis of their opera-
tions and their cash flows for each of the three years in the
period ended December 31, 2000, in conformity with account-
ing principles generally accepied in the United States.

Chicago. limois Arthur Andersen LLP
January 30, 2001
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Statements of Consolidated Income

Bay State Gas Company
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Year Ended December 31, fin millions, except per share amounts) 2000 1898
Net Revenues

Gas distribution $1,806.8 3 831.6 $ 609.6

Electric 1,557.4 1.346.3 1,426.6

Gas transportation and storage 363.7 120.0

Energy marketing 1,942.8 6G97.1 5h94.9

Other products and services 360.0 278.5 212.%

(rross Revenues 6.030.7 3.273.5 2.843.9

Cost of Sales 4,082.7 1.580.8 1,691.3
Tozal Net Revenues 1.948.0 1.382.7 1,152.6
Operating Expenses

Operation and malntenance 801.7 5643 4274

Depreciation. amortization and depletion 374.1 2054 241.8

Loss on asset impairment 65.8 — e

Other taxes 138.6 a5.5 50.7
Total Operating Expenses 1,380.2 a54.5 749.9
Operating Income 567.8 437.9 402.7
Other Income (Deductions)

Interest expense, net (304.5) (155.4) ! {120.2)

Minonty interests (20.4) (17.7) (0.7)

Preferred stock dividends of subsidiaries {7.8) {8.1) (8.3)

Other, net 42.1 (20.6) 9.5
Total Other Income (Deductions) {290.6) (201.8) (119.7)
Income From Continuing Operations Before Income Taxes 277.2 256.1 283.0
Income Taxes 130.1 82.2 94.4
Income from Continuing Operations 147.1 153.9 188.6
Income from Discontinued Operations — net of tax 9.8 6.5 5.3
Net Income $ 156.9 $ 1604 $ 193.9
Basic Earnings Per Share

Continuing operations % 1.09 $  1.24 $ 1.56

Income from discontinued operations 6.07 0.05 0.04
Basic Earmings Per Share $ L.16 § L2 § 160
Diluted Earnings Per Share

Contnuing operations $ 108 $ 122 $ 155

Income from discontinued operations 6.07 0.05 0.04
IMluted Farnings Per Share § 115 1.27 $ 159
Dividends declared per common share § 1.080 $ 1.036 $ 0.975
Average common shares outstanding (thousands}) 134,470 124.343 120,778
Diluted average common shares (thousands) 135,811 125,334 121,335

The sccompanying Notes 1 Consolidared Frnancial Statements are an inteygral part of these stateiments.
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Statements of Consolidated Cash'Flows

Bay State Gas Company
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1999

Year Ended December 31, (in millions) 2000 1998
Operating Activities
Net Income $ 156.9 $160.4 $193.5
Adjustments to reconcile net income to net cash from
CONUINUINE Operations:
Diepreciation, depletion, and amortization 374.2 293.0 241.1
Net changes in price risk management activities {84.8) e -
Deferred income taxes 34.7 {17.33 {31.2)
Gain on agser disposition (55.4) (7.5} {4.6)
Income from discontinued operations {9.8) (6.6) (5.3
Asget mopairment 65.8 25.3 -
Deferred revenue sy - -
Other, net 33.8 {6.0) {¢.2)
h02.4 154.7 3637
Changes in components of working capital, net of
effect from acquisitions of businesses:
Aceounts recevable, net (753.0) 52.7 {51.3)
Inventories 13.0 46.4 (20.2)
Accounts pavable 629.4 {128.6) 15.5
Accrued taxes {46.9) (6.4) {10.7)
{(Under) Overrecovered gas costs {198.5) (12.8) 532
Exchange gas receivable/payable 586 -
Deferred revenue 14.2 e
Other accruals (131.5} 3.8 (14.6)
Other working capital = {65.9) . 8.3 64.6
Net Cash from Continuing Operations 21.8 418.1 448.0
Net Cash from Discantinued Operations {28.7) —
Net Cash from Operating Acavities {6.9) 418.1 448.0
Investing Activities
Capital expenditures {365.6) {313.0) (219.1}
Acquisition of businesses (5.654.5) {725.8) -
Proceeds from disposition of assets 535.2 29.8 10,4
Other investing activities, net 9.2 (49.1} {16.2)
Net bnvesting Activides {5.475.7) {1,058.1) {224.9)
Financing Activities '
Issuance of long-term debt 2,629.3 189.2 47 .4
Retirement of long-term debt (488.1) {(201.0} (94.6)
Change in short-term debt 1,655.4 2291 166.1
Retirement of preferred shares (6.9) 2.4y (2.4)
Proceeds from Corporate Premium Income Equity
Securities, net 334.7 -
Issuance of common stock 2.042.1 324.9 14
Acquisitlen of wreasury stock (65.9) {126.5) {204.00
Dividends paid — common shares (131.8) (1257} (116.4)
Other fnancing activities, net 0.5 {0.5)
Net Financing Activines 5,634.1 622.8 {194.0)
increase (decrease) i cash and cash equivalents 151.5 {17.2) 29.1
Cash and cash equivalents at beginning of vear 41.5 38.7 28.6
Cash and cash eqnivalents at end of vear $ 193.0 $41.5 $58.7
Suppiemental Disclosures of Cash Flow information
Cash paid for interest, net of amounts capitalized 244.5 52.7 112.5
Ciash paid for meome taxes 227.0 15.8 151

Ve wceompanying Notes to Censolidated Friaancia! Sitements ave an indegral part of these statements,



Consolidated Balance Sheets

Bay State Gas Company
D.T.E. 05-27
Attachment UWUA-1-5 (A)
Page 121 of 338

2000

Assets asof December 31, (in millions) 1849
Property, Plant and Equipment
Utlity Plant $i5,825.3 $ 7.490.7
Accumulated depreciation and amortization {7,299.4) {3,318.5}
Net uulity plant 8,525.9 4,172.2
Cras and cil producing properties, full cost method
Urnted States cost center 923.6 —
Canadian cost center 19.7 —_
Accumulated depletion (9.1)
Net gas and oil producing properties 934.2 -
Other property, at cost, less accumulated depreciation 86.6 424.3
Net Property, Plant and Equipment 9.546.7 4,596.5
investments and Other Assets
Net assets of discontinued operations 560.4 245 .4
Unconsolidated affiliates 96.1 151.7
Assets held for sale 33.5 —
Other investments 54.1 32.7
Total Investments - 74401 4208
Current Assets
Cash and cash equivalents 183.0 41.5
Accounts receivable (less reserve of $§43.3 and $30.4, respectively) 1,490.2 368.1
Other receivables 23.5 15.7
Gas inventory 322.5 63.7
Underrecovered gas and fuel costs 396.1 90.9
Materials and supplies, at average cost 68.7 62.0
Electric production fuel, at average cost 15.6 32.0
Price risk management assets 1.568.5 9.7
Exchange gas receivable 615.9 —
Prepayments and ather 223.6 41.4
Total Current Assets 4,817 .8 806.0
Other Assets
Regulatory assets 517.1 206.4
Intangible assets, less accumulated amortization 3.603.6 125.8
Deferred charges and other 367.7 264.1
Total Other Assets 4,488.4 506.3
Total Assets $19?696.8 $6,428.6

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements,
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Consolidated Balance Sheets ‘

Bay State Gas Company

D.T.E. 05-27
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Capitatlization and Liabifities a5 of December 31, (in millions) Pa%%o}ZZ of 338 1999
Capitalization
Gommon Stock Equity $ 3415.2 $1,353.5
Preferred Stocks —
Subsidiary Companzes
Series without mandatory redemption provisions 83.6 85.6
Series with mandatory redemption provisions 49.1 54.0
Company-obligated mandatorily redeemable preferred securities
of subsidiary trust holding solely Company debentures 345.0 345.0
Long-term: debt, excluding amounts due within one year 5,802.7 1.775.8
Total Capitahization 9.695.6 3.613.6
Current Liabilities
Current portion of long-term debt 64.8 1753.5
Short term borrowings 2,496.7 651.3
Accounts payable LI17.3 2558
Dividends declared on common and preferred stocks 1.0 34.5
Customer deposits 32.1 27.1
Taxes accrued 189.3 33.6
Interest accrued 78.0 ¢ 29.9
Price nisk management Habilities 1,529.2 113.0
Refunds due customers within one year 13.5 : 1.5
Other regulatory Labilities - carrent 8.6 —
Exchange gas payable 360.5 —
Current deferred revenue 451.5 —
Other aceruals 551.1 142.6
Total Current Liabilities 6,893.4 1,468.8
Other Liabilities and Deferred Credits
Deferred income taxes 1,806.2 962.3
Deferred investment tax credits 114.3 90.6
Customer advances 21.1 19.1
Deferred credits 337.3 92.0
Nencurrent deferred revenue 498.0 -
Accrued liability for postretirement benefits 272.5 1435
Other noncurrent Liabilities 58.4 384
Total Other 3.107.8 1,545.9
Commitments and Contingencies (see notes) o —
Total Capitalization and Liabilities $19.696.8 $6,428.6

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement.
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Statements of Consolidated Capitalization
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2oﬁiage 123 of 338

As of Decomber 31, fin millions) 1994
Common shareholders” equty $3,415.2 $1,353.5
Preferred Stocks, which are redeemable solely at option of issuer;
Subsidiary companies--
Cumlative preferred stock - $100 par value —
44% series — 208,035 and 200,051 shares
outstanding. respectively 26.9 2004
44% series — 79,996 shares outstanding 8.0 5.0
4.22% series — 106,198 shares outstanding 10.6 16.6
4,88% series ~ 106,000 shares outstanding 10.0 16.0
7.44% series - 41,8990 shares outstanding 4.2 4.2
7.50% series — 34,842 shares outstanding 3.5 3.5
Premium and other 2.8 4.8
Cumulative preferred stock -~ no par value —
Adjustable Rate Series A (stated value -
$50 per share), 473,285 shares outstanding 23.6 25.6
Series without mandatory redemption provisions 83.6 85.6
Redeemable Preferred Stocks, subject to mandatory
redemption requitenents or whose redemption is
outside the control of issuer:
Substdiary companies—
Cumulative preferred stock — $ 100 par value —
8.85% series — 0 and 37,500 shares
outstanding, respeciively - 3.7
TH series — 22,244 and 27,798 shares
outstanding, respectively 2.2 2.8
8.35% series — 39.000 and 45,000 shares
outstanding, respectively 3.9 4.5
Cumulative preferred steck — no par value —
6.50% series — 430,000 shares outstanding 43.0 43.0
Series with mandatory redemption provisions 49.1 54.0
Company-obligated mandatorily redeemable
preferred securities of subsidiary trust
holding solely Company debentures 345.0 345.6
Long-term debt 5.802.7 1,775.8
Total capitalization %0.695.6 $3.613.9

The accompanying Notes 1o Consolidated Financial Statements ave an integral part of this statement.
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Statements of Consolidated Lonngerm Debt

Bay State Gas Company
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Attachment UWUA-1-5 (A)
Paﬁﬁ& 24 of 338

As of December 31, (mm mullions) rawg
NiSource Inc.: .
Dehentures due Noversber 1. 2006, with interest imputed a1 7.78% § 108.5 b —
Bay State Gas Company:
Medium Term Notes -
Interest rates between 6.00% and 9.20% with a weighted average interest rate of 6.96%
and maturities between june 28, 2002 and February 15. 2028 i6R.5 1855
Northern Unhties:
Revolving Credit Agreement - due March 17,2001 250
Mechium Term Notes — Interest Fates of 6.93% and 9.70% with a weighted average interest
rate of 8.69% and maturitios of Seprember 1. 2010 and Septamber 1,203} 24.5 21.3
Toral long-rerm debt of Bay State Gas Company 189.0 224.5
Columbiz Energy Group:
Debentures -~
(.61% Series B — due November 28, 2002 281.5
0.80% 5 C - due Noversber 28, 2005 281.5
7.00% 5 1) - due November 28, 2007 My -
7.32% Series E - due November 28, 2010 28L.5 -
7.42% Series F o due November 28, 2015 2815 -
7.62% Series (G — due November 28, 2025 224.2
Total 1,636.7 .
[inamorozed discount on long-term debt (136.5)
Subsidiary debt — Capitalized lease obligavons 2.4
Total lang-term debt of Columbia Energy Group 1.308.6 -
EnergyUSA, Inc. anel subsidiaries:
MNotes Pavable -
{nterest rates between 6.12% and 12,00% with a weighted average interest rate of 8.71% and
various maturities between September 6, 2003 and February 6, 2010 .3 1645
Total long-term debt of EnergyUSA, Inc. 2.3 154.3
NiSource Capital Markets, Inc.:
Subordinated Debentures - Series A, T4%. due March 31, 2026 75.0 75.0
Senior Notes Fayable — 6.78%. due December 1, 2047 75.0 5.0
Medinm-term notes —
Tssted at interest rates beoween 7.3%% and 7.99%. with = weighted average interest rue of ]
7.66% and various maturiges between April 1.2004 and May 5, 2027 300.0 300.0
Total long-term debt of NiSource Capital Markets. Inc. 456.0 450.0
NiSource Development Company, Inc.:
N Douglas Properties, Inc. - Notes Dayable -
Interest rates hetween 6.72% and 8.38% with a weighted average
interest rate of 7.90% and maturities through January 1, 2008 16.9 21.3
Total Jong-term debt of NiSaurce Development Company, Inc. 16.9 21.3
NiSource Finance Corp.:
Long-Term Notes —
7% — due November 15,2003 750.0
7%% —— due November 15, 2005 $00.0 -
TEY - due November 15, 2010 1,000.0 -
Unamortized discount on long-term debt (24.4) -
Total long-term debt of NiSeurce Finance Comp. 2.625.6 -
Northern Indiana Public Service Company:
First mortgage bonds -~
Series T, 7% - due Aprit 1. 2002 38.0 38.5
Sevies NN, 7.10% — due July 1, 2017 55.0 55,0
Pollution control notes and bonds -
Tesued at interest rates between 4.55% and 5.70%. with 2 weighted average interest rate of 4.78%
and various matarities berween October 1 2005 and Apnil 1, 2018 233.5 237.0
Medinm-term notes —
Issued at mterest rates between 6.509% and 7.60%. with a weighted average interest rate of
7.06% and varous maturities between June 3. 2002 and August 4. 2027 578.04 503.0
Unamortized premium and discount on Jong-term debt, net {2.7) (3.1
Totad long-term debt of Northern Indisns Public Service Company 901.8 99204
Total long-term debt, excluding amount due within one year $5.802.7 $1,775.8

The accompanying Notes to Consolidated Financil Seatements are an integral part of this statement.
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Accumalated
Addifienal Unearned Other
Common Treasury FPaid-fn Retained Emplovee Comfprrchensive Comprehensive
Shares Shares Capital Earnings  Compensation Income Total Tncome
(Dollars in mullions)
Balance, January 1, 1995 $870.9 ${363.9) $ 838 $647.8 $(2.6) 398 §1,264.8
Comprehensive Income:
Net income 183.9 193.0 $19%4
Other comprehensive incote, net of ta:
Gainfloss on available for sale securities:
Lhirealbzed {net of income tax of $E.93 1.4 i 1.4
Realized {net of moome tax of $1.3) {2.2) {2.2) (2.2)
Gairsfloss on Torelgn carrency transhdon:
Elnrealized (1.2) 1.2y 1.2}
Realized 0.2 4.2 2
Total Comprehensive Incone §109 1
Dividends:
Common shares (116.6) (116.6)
Treasury shares acegquired {204.0) - (204.09
tssued:
Emploves stock purchase plan 0.3 0.4 12
Long-term incentive plan 8.6 0.6 (1.1} H.1
Amaortization of uneamed compensation L9 1.9
Other 3.0 (0.8} 2.2
Balance, December 31, 1898 §870.9 §(554.0% § 943 $744.3 ${1.8) 310 53,1487
Comprehensive Income:
Net income 160.4 1604 $160.4
Other comprehensive income, néd of tax:
Gainfloss an availabe {ny sale secorities:
Unrealized (net of income tax of $1.1) 1.8 B 1.8
Readized {net of meome tx of §6.4) 0.7 07 0.7
Gainfloss un foreign currency translation:
Unrealized 0.6 0.4 8.6
Realized 1.0 1.4 1.8
Fotal Comprehensive Income $164.5
Dividends:
Common shares {129.1) {1201}
Treasury shares sequired (126.5% {126.5}
ssued:
Employee stock purchase plan 0.5 1.1 1.6
Long-term incentive plan 3.9 9.2 {0L.6) 3.5
Other acquisiton 2.7 9.9 3.4
Bay Swte acquisivon 2059 109.7 3156
Amprtzation of uncarned compensation 3.5 3.h
Equity contracts {34.0) (34.00
Orther 2.2 (1.1} 13
Balance, December 31, 1994 $870.% ${474.5) $ 1744 $744.5 $1.1 $5.1 1,353.5
Comprehensive Income:
Net meome 156.8 156.9 41569
Other comprehensive income, net of tax:
Gainfloss on available for sale securities:
Unrealtzed {net of income tax of $2.4) 3.2} {3.2) (3.2}
Realized {net of income tux of $1.3) 2.1 2.1 2.1
Lainfloss on foreign currency translation:
Usirealized .4 0.4 0.4
Realized — - -
Towal Comprehensive Income $156.2
Dividends:
Common shares {98.3) {98.5)
Treasury shures acquired {65.9) [65.9)
Issued:
Columbia acquisiuon 0.7 1,760.5 1,761.2
Reduction of credie facility 4.1 280.8 280.4%
Long-term incentive plan - 22.7 2.2 {14.0) 0.9
Formation of new NiSaurce (B69.7) 5i5.1 354.6 —
Amaortzation of auesrned compensation 6.8 8.8
Fauity contracts 74 7.4
Other £ 5.9 {3.3) ]
Batance, December 31, 2008 3 2.0 $ — $2.583.1 5879.8 $A.1Y $4.4 $3,415.2

The accompanyving Notes to Consolidated Financial Statemernts are an integral part of this statement.
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Shares
Common Treasury
Shares Skares
{in thousands}
Balance Jannary 1. 1948 147 784 (23.472)
Treasury shares acquired (7,510
{ssued:
Employee stock purchase plas 43
Lomnig-tert incentive plan 485
Balance Decernber 31, 1998 147,784 £50,254)
Treasury shares acquired (1.821}
jssued:
Emplovee stock purchase plan &0
Lamng-terns incentive plan 1454
Bav State scquisttion 11,042
Orher acquisitian i34
Balanee December 31, 1999 147,784 (23.4645)
Tressury shares cancelled (26,410} 2418
Treasury shares acquired {3.971)
Yasued:
Columbra zequisition 72,453
Seock 1ssuance 11,500
Enployee stock purchase pian 62
Long-term meentive plan B2 P14
Balance December 31, 2800 205,553 £
Notes to Consolidated Financial Statements
1. HOLDING COMPANY STRUCTURE
NiSource Inc. {NiSource) is an energy holding company that the completion of the acquisition of Columbia Energy Greup
provides nataral gas, electricity and other products and serv- {Columbia) on November 1, 2000, as discussed 1n Note 3
ices to 3.6 million customers located within the energy corridor  below, NiSource hecame a Delawzre corporation. NiSource is
that runs from the Gulf Coast through the Midwest to New a registered holding company under the Public Utility Holding
England. NiSource, organized s an Indiana holding company ~ Company Act of 1935, as amended (1935 Act), and derives
in 1987 under the name of NIPSCO Industries, Inc., changed substantially all its revenues and earnings from the operating
its name to NiSource Inc. on April 14, 1999, Subsequent to results of its 15 direct subsidiaries.
2. SUMMARY OF SIGHIFICANT ACCOUNTING POLICIES
A Principles of Consolidation. B. Diluted Avevage Common Shaves Compuiation.
The consolidated financial staternents include the accounts of Basic earnings per share (EPS) 15 computed by dividing
NiSource and its majority-owned substdiaries after the elimi- income available to common stockholders by the weighted-
nation of all intercompany accounts and fransactions. average number of common shares outstanding for the perind.
Investments for which at least a 20% interest is owned and cer- + The weighted zverage shares outstanding for diluted EPS
tain joint ventures are accounted for under the equity method., include the incremental effect of the vartous long-term incentive
Investments with less than a 20% interest are accounted for compensation plans. For 2000. the weighted average shares
under the cost method. Certain reclassifications were made to outstanding for diluted EPS also includes the incremental effect
conform the prior years’ financial statements to the current of another (orward equity contract associated with the Stock
presentation. Appreciation Income Linked Securinies™ (SAILS™). For 1999,
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Notes to Consolidated Financial Statements (Continued)

the incremental effect of common shares associated with the
equity forward share purchase contract, calculated under the
reverse treasury stock method is also included i the weighted
average shares outstanding for diluted EPS. See Note 128 for
description of the equity forward share purchase contract.

The numerator in calculating both basic and diluted EPS
for each vear is reported net income. The computation of
diluted average common shares follows:

Dituted Average Common
Shares Computation 2000 199y 1998

Depominator (thousands)
Basic average common

shares outstanding 134,470 124,543 120,778
Dilutive potential
common shares 1.341 406 557
Dhluted Average
Common Shares 135,811 125,339 121,335

O Cash and Cash Equivalents.
NiSource considers all highly hquid short-term investments to
be cash equivalents.

1. Basis of Accouniing for Rate-Regulated Subsidiaries.
Statement of Fiancial Accounting Standards No. 71,
“Accounting for the Effects of Certain Types of Regulation™
(SFAS No. 71), provides that rate-regulated subsidiaries
account for and report assets and habilities consistent with the
economic eflect of the way in which regulators establish rates,
‘if the rates established are designed to recover the costs of pro-
viding the regulated service and if the compentive environment
makes 1t probable that such rates can be charged and collected,
NiSource’s rate-regulated subsidiaries follow the accounting
and reporting requirements of SKAS No. 71, Certain expenses
and credits subject to uality regulation or rate determination
normally reflected in income are deferred on the balance sheet
and are recognized In income as the related amounts are
inchaded in service rates and recovered from or refunded o
customers. In the event that regulation significantly changes
the opportunity for NiSource to recover its costs in the future,
all or a portion of NiSource’s regulated operations may no
longer meet the criteria for the application of SFAS No. 71, In
such event, a write-down of &l or a portion of NiSource’s
existing regulatory assets and liabilities could result, unless
some form of transition cost recovery is established by the
appropriate regulatory body wluch would meet the require-
ments under generally accepted accounting principles for con-
tinued accounting as regulatory asscts during such recovery
period. i NiSource will not be able to contimue to apply the
provisions of SFAS No. 71, NiSource will have to apply the
provisions of SFAS No. 101 *Regulated Enterprises —

Bay State Gas Company

D.T.E. 05-27

Attachment UWUA-1-5 (A)
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Accounting for the Discontinuation of Application of FASB

Statement No. 71.” In management’s opinion, NiSource’s reg-
ulated subsidiaries will be subject to SFAS No. 71 for the fore-
seeable future.

Regulatory assets and liabilities were comprised of the fol-
lowing items:
At Drecember 31, (in millions] 2000 1999

Assets
Reacquisition premium on

debit {sce Note 14) $ 36.2 $ 307
K. M. Schahfer Unit 17 and Unst

18 carrving charges and deferred

depreciation (see Note 2G) 48.7 53.9

Bailly scrubber carrying charges and
deferred depreciation (see Note 2G) 6.4 7.3
Postemployment and other

postretirement costs {see Note 10) 211.2 67.2
Retirement income plan costs 21.1 —
Environmental costs 88.8 —

FERC Order Ne. 636 transition costs 7.9 -
Net regulatory effects of accounting for

meome taxes (see Note 2R) 75,7 2.7
Underrecovered gas and fuel costs 3961 86.7
Depreciation (see Note 26G) 39.9 —
Chther 37.6 N

Total Assets $470.6 $2849.6
Liabiiities
Rate refunds and reserves $ 13.5 $ 7.5
Other 8.6 —
Total Liabilities § 22.1 $ 265

Regulatory assets of approximately $803.8 million are not
presently included in the rate base and consequently are not
earning a return on investment. These regulatory assets are
being recovered through cost of service. The remaining recov-
ery pertods generally range from 1 to 15 years. Regulatory
assets of approximately $196.6 million require specific rate
action. All regulatory assets are probable of recovery.

E. Utility Plant and Other Property and Relaied Depreciatzon
and Maintenarce.
Property, plant and equipment (principally utifity plant} are
stated at cost. The cost of uthty and other plant of the rate-
regulated subsidiaries includes an allowance for funds used
during construction (AFUDIC). Property, plant and equipment
of other subsidiaries includes interest duning consiruction
{IDC). The 2000 before-tax rates for AFUDC and IDC were
6.4% and 6.8%, respectively. The 1994 and 1998 before-tax
rates for AFUDC were 5.5% and 6.0%, respectively.

The regulated subsidiaries provide deprecration on &
straight-line method over the remaining service lives of the
electric, gas and common properties.
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The depreciation provisions for utility plant, as a percentage
of the original cost, for the periods ended, December 31,
2000, 1999 and 1998 were as follows:

7000 1999 1894
Electric 3.7% 3.7% 3.7%
(ras 4.6% 4.4% 5.1%

The regulated subsidiaries follow the practice of charging
mamtenance and repairs, including the cost of removal of
minor items of property, to expense as incurred. When
property that represents a retired unit 1s replaced or removed.
the cost of such property is credited to utlity plant, and such
cost, together with the cost of removal less salvage. is charged
to the accumulated provision for depreciation.

Net utility plant includes amounts allocated to uslity plant
in excess of the original cost as part of purchase price alloca-
tions associated with the acquisition of certain utility busi-
nesses, net of accumulated depreciatton. Net plant acquisition
adjustments were $553.4 million and $568.3 million at
December 31, 2000, and Deceraber 31, 1999, respectively, and
are being amortized over forty-year periods from the respective
dates of acquisition.

F. Gas and Oil Producing Propertics.

NiSource's subsidiaries engaged in exploring for and develop-
ing gas and oil reserves follow the full cost method of account-
ing. In accordance with generally accepted accounting princi-
ples, the ol and gas properties were written up to their fair
valize as of November 1, 2000, Under the full cost method of
accounting, all productive and nonproductive costs directly
identified with acquisition, exploration and development activ-
ities mncluding certain payroll and other internal costs are capi-
talized. Depletion is based upon the ratio of current year rev-
enues to expected total revenues, utihizing current prices, over
the life of production. I such capitalized costs exceed the sum
of the estimated present value of the net future gas and oil vev-
enues and the lower of cost or estimated value of unproved
properties. an amount equivalent to the excess 1s charged to
current depletion expense. Gains or losses on the sale or other
disposition of gas and oil properties are normally recorded as
adjustments to capitalized costs, except in the case of a sale of
a significant amount of properties, which would be reflected in
the income statement.

G. Carrving Charees and Deferved Depreciation.
Upon completion of R. M. Schahfer Units 17 and 18,
Northern Indiana Public Service Company (Northern Indiana)
capitalized the carrying charges and deferred depreciation in
accordance with orders of the Indiana Uality Regulatory
Commission {TURC) undl the cost of each unit was allowed in
rates. Such carrying charges and deferved depreciation are
being amortized over the remaining lite of each umt.
Northern Indiuna has capitalized carrying charges and
deferred depreciation and certain operating expenses refating
taits serubber service agreement for it Bailly Generating
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Station in accordance with an order of the IURC, The accu-

mulated balance of the deferred costs and related carrving
charges is being amortized over the remaining fife of the scrub-
ber service agreement.

In Columibia Gas of Ohio, Incs {Columbia of Ohio) 1999
rate agreement, the Public Unlities Commussion of Ohlo
(PUCOY authorized Columbia of Ohio to revise its deprecia-
tion accrual rates for the period January 1. 1999, through
December 31, 2004, The revised depreciation rates arc lower
than those which would have been utibized if Columbia of
Ohio were not subject to regulation. The amount of deprecia-
tion thas would have been recorded for 2000 had Columbia of
Ohio not been subject to rate regulation is $34.0 mullion., an
$21.2 million increase over the $13.4 million reflected n vates,
Accordingly, a regulatory asset has been established in the
amount of $39.9 million at December 31, 2000.

H. Amortization of Software Cosls.

External and incremental internal costs associated with com-
puter software developed for internal use are capitalized. Capi-
talization of such costs commences upon the completion of the
prefiminary stage of the project. Once the installed software is
ready for its intended use, such capitalized costs are amortized
on a straight-line basis over a period of five to ten years.

£ Intangible Assets,

intangible assets are recorded at cost and are amortized on 2
straight-line basis. The excess of cost over the fair value of the
net assets acquired in an acquisition is recorded as goodwall.
Goodwill assets of $3.6 biliion and $125.7 million are reported
at December 31, 2000, and December 31, 1999, respectively.
The goodwill associated with the Columa acquisigion 15
being amortized over forty years, while goodwill associated
with ather acquisitions is being amortized over a weighted
average period of twenty-seven years. Other intangible assets,
generally representing agreements not {0 compete, were
approximately $6.9 million and $12.8 million at December 31,
2000, and December 31, 1899, respectively, and are being
amortized over periods of four to eight years. The recoverabili-
ty of intangible asscts is assessed ona periodic basis to confirm
that expected future cash fiows will be sufficient to sapport the
recorded intangible assets. Accumulated amortization of intan-
gible assets at December 31, 2000, and December 31, 1899,
was approximately $20.7 million and $9.9 million, respectively.

7 Revenue Recegnilion.

Except as discussed below, revenues are recorded as products
and services are delivered. However, utility revenues are billed
to customers monthly on a cvcle basis. Revenues are recorded
on the accrual basis and include an estimate for electric and
gas delivered. Cash received in advance from sales of comi-
modities to be delivered in the future 1s deferred and recog-
nized as income upon delivery of the commaodity. Effective
January 1. 1999, revenues relating 1o energy trading operations
are recorded based upon changes in the fatr values, net of
reserves. of the related energy trading contracts,
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K. Estvmated Rate Refunds.,

Certain rate-regulated subsidiaries coliect revenues subject to
refund pending final determination i rate proceedings. In
connection with such revenues, estimated rate refund Labilities
are recorded which reflect management’s current judgment of
the ultimate outceme of the proceedings. No provisions are
made when, in the opinion of management, the facts and cir-
cumstances preclude a reasonable estimate of the outcome.

L. Accownts Recetvable Sales Program.

NiSource enters into agreements with third parties to sell cer-
tain accounts receivable without recourse. These sales are
reflected as reductions of accounts receivable in the accompa-
nying consolidated balance sheets and as operating cash flows
in the accompanying consohidated statements of cash lows.
The costs of this program, which are based upon the pur-
chasers’ leve]l of mvestment and borrowing costs, are charged
to other income in the accompanyving consolidated statements
of mcome.

M. Use of Estimates.

The preparation of financial staterments in conformity with
generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial staternents and
the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those
estimates.

N Fuel Adjustment Clawse.

All metered electric rates contain & provision for adjustruent in
charges for electric energy to reflect increases and decreases in
the cost of fuel and the fuel cost of purchased power through
operation of a fuel adjustment clause, As prescribed by order
of the TURC applicable to metered retail rates, the adjustment
factor has been calculated based on the estimated cost of fuel
and the fuel cost of purchased power v & future three month
period. If two statutory requirements relating to expense and
return levels are satisfied, anv under recovery or over recovery
caused by varzances between estimated and actual costin a
given three month period will be included in a future filing.
Northern Indiana records any under recovery or aver recovery
as a current regulatory asset or current jiabihty until such time
as it is billed or refunded to its customers. The fuel adjustment
factor is subject to a quarterly hearing by the IURC and
remains in effect for a three month period.

0. Gas Cost Adyustment Clause.

NiSource’s gas distribution subsidiaries defer differernces
between gas purchase costs and the recovery of such costs in
revenues, and adjust future billings for such deferrals ona
basis consistent with applicable state approved tariff
[PTOVISIONS.
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P. Natural Gas in Storage.

Both the last-in, first-out (LIFO) inventory methodology and
the weighted average methodology are used to value natural
gas in storage. Based on the average cost of gas using the LIFO
method i December 2000 and December 1999, the esumated
replacement cost of gas in storage at December 31, 2000, and
December 31, 1999, exceeded the stated LIFO cost by $761.1
million and $48.9 mitlion, respectively. Inventory valued using
LIFQ was $257.2 million and $23.0 million at December 31,
2000, and Pecember 31, 1999, respectively. Inventory valued
using the weighted average methodology was $65.3 million
and $40.8 million at December 31, 2000, and December 31,
1999, respectively.

Q. Accounting for Risk Management Activifies,

NiSource is exposed to commodity price risk in its natural gas
and electric operations. A variety of commodity-based deriva-
tive financial mstruments are utilized to reduce this price nsk.
When these derivatives are used to reduce price risk in non-
trading operations such as activities in gas supply for regulated
gas utilities, certain customer choice programs for residennal
custemers and other retail customer activity, gains and josses
on these derivative financial instruments are deferred as assets
and lizhilities and are recognized in earnings toncurrent with
the disposition of the underlying physical commaodity, In cer-
tain circumstances, a derivative financial instrument will serve

to hedge the acquisition cost of natural gas injected into stor-

age. bn this siation, the gain or loss on the dervative financial
instrument is deferred as part of the cost basis of gas in storage
and recogmzed upon the ultimate disposition of the gas. If a
derivative financial instrument contract is terminated early
because it is probable that a transaction or forecasted transac-
tion will not occur, any gain or loss as of such date 1s immedi-
ately recognized in earnings. If 2 derivative financial instrument
is terminated for other economic reasons, any gains or losses
as of the termination date is deferred and recorded when the
associated transaction or forecasted transaction affects
earnings.

NiSource’s exploration and production company utilizes
commodity price swaps and basis swaps. Swaps are negottated
and executed over-the-counter and are structured to provide
the same risk protection as futures and options, Basis swaps
are used to manage risk by fixing the basis or differential that
exists hetween a delivery location index and the commodity
futures prices. Premiums paid for option agreements are
included as current assets in the consolidated balance sheets
until they are exercised or expire. Margin requirements for nat-
ural gas are also recorded as current assets. Unreahzed gains
and fosses on all futures contracts are deferred on the consoli-
dated balance sheets as either current assets or other deferred
credits. Realized gains and losses from the setdement of natu-
ral gas futures, options aud swaps are included in revenues
concurrent with the associated physical transaction.

NiSource also uses dertvative financial instruments in
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connection with trading activities at its power trading and cer-
tain gas marketing and trading operations. These dermvatives,
along with the related physical contracts, are recorded at fair
value pursuant to Emerging ssues Task Force (EITT) Issue
No. 98-10, “Accounting for Energy Trading and Risk
Management Activities.” Because the majority of rading activi-
ties started in 1999, the impact of adopting EITF Issue No.
98-10 on January 1, 1999, was insignificant. Transactions
related to electric utility system load management do not
qualify as a trading activity under EITF Issue No. 98-10 and
are accounted for on an acerual basis. NiSource refers o this
activity as Power Management,

R. Income Taxes and Investment lax Credits.
NiSource recerds income taxes to recognize full interperiod
tax allocations. Under the Hability method of income tax
accounting, deferred income taxes are recognized for the tax
consequences of temporary differences by applying enacted
statutory tax rates applicable o future vears to differences
between the financial statement carrying amounts and the tax
basis of existing assets and liabilities.

Previously recorded investment tax credits of the regulated
subsidiaries were deferred and are heing amortized over the
life of the related properties to conform with regulatory policy.
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S. Envirenmental Expenditures.

NiSource acerues for costs associated with environmental
remediation ebligations when such costs are probable and can
be reasonably estimated, regardless of when expenditures are
made, The undiscounted estimated future expenditures are
based on currently enacted laws and regulations, existing tech-
nology and, when possible, site-specific costs. The reserve is
adjusted as further information is developed or circumstances
change. Rate-regulated subsidiaries applying SFAS No. 71
establish a regulatory asset on the balance sheet to the extent
that future recavery of environmental remediation costs 1s
probable through the regulatory process.

T. Stock Options and Awards.

Statement of Financial Accounting Standards No, 123,
“Accounting for Stock-Based Compensation”™ (SFAS No.
123), encourages, but does not require, entities to adopt the
fair value method of accounting for stock-based compensation
plans. This statement, if adopted, would require the value of
the option at the date of grant be amortized over the vesting
period of the option. NiSource continues to apply Accounting
Principles Board Opinion No. 25, “Accounting for Stock
issued to Employees” {APB Opinion No. 25).

3. ACQUISITIONS

On November 1., 2000, 7
Columbia for an aggregate consideration of approximately

$6 billion, primarily consisting of 72.4 million shares of com-
mon stock valued at $1,761 million, approximately $3,888
million paid in cash and SAILS™ (units cach consisting of a
zero coupon debt security coupled with a forward equity con-
tract in NiSource shares) valued at $114 million. NiSource
also assumed approximately $2 billion in Columbia deht.
NiSource has accounted for the acquisition in accordance with
the purchase method of accounting as of the effective date of
the transaction. The purchase price has been allocated to the
assets and liabilities acquired based on the fair value of those

NiSource completed its acquisition of

assets and Habilities as of the acquisition date. Based upon the
nature of the regulatory environment in which Columbia rate
regulated subsidiaries operate, the fair value of rate regulated
assets and liabilities are generally considered to be historical
cost. The excess of the aggregate purchase price over the esti-
mated fair value of the net assets acquired, approximately $3.6
billion, has been reflected as goodwillin the consolidated
financial staternents and is being amortized on a stzaight-line
basis over forty years, NiSource may make adjustments to the
allocation of the purchase price during 2001 for changes in its
preliminary evaluations and assumptions based on review of
additonal information and the ultimate resolufion of contigen-
cies existing at the acquisiton date. NiSeurce does not antici-
pate that the final evaluation of these issues will materially
affect the allocation of the purchase price.

f)ag{

Assets acquired and liabilities assumed ir: the acquisition of
Columbia were comprised of the foﬂowmg

fen brllions} 2000
Assets Aquired:
Utility plant, net of accumulated depreciation § 4.3
Oil and gas properties, net of
accumulated depletion 1.0
intangible assets 3.6
Other current assets 1.9
Other noncurrent assets 0.5
Total Assets 11.3

Liabitities Assumed:
Long-term debt 1
Short-term debt 0.
Other current labilities 1
Other noncurrent liabilities i

Total Lizhihtes 5.3
$ 6.6

um e b

Net Assets Acquired

On February 12, 1999, the acquisition of Bay State Gas
Company {Bay State) was completed for approximately $560.1
million in cash and NiSource common shares, The $237.7
million cash portion was partially financed by the issuance of
Corporate Premiuvm Income Equity Securities {(Corporate
PIES) {See Note 16). The acquisttion was accounted for as a
purchase, and the purchase price was allocated 1o the assets
acquirec and Habilities assumed based on their coumated fair
values.

i
%]
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O a pro forma basts, NiSource's conselidated results of
operations for the twelve months ended December 31, 2000,
arrd Drecember 31, 1999, assuming the acquisition of
Columbiz oceurred on January 1, 1999, would have been:

UNAUDITED

Twelue Months Ended December 37, (8 vm millions) 2000 1994
Operating revenue 8.069.7 §.106.9
Operating income 953.9 1,032.5
Net income 155%.4 132.5

On Apeid 1, 1999, NiSource acquired the stock of TPC
Corporztion {TPC), a Houston-based natural gas markeung
and storage company. for approximately $150 million in cash.
The acquisition was accounted for as a purchase, with the pur-
chase price allocated to the assets and liabilities acquired
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based on their estimated fair values. inchuding estimates with
respect to the tax bases of certam assets acquired. As a resule of
the TPC acquisition, NiSource had an mdirect investment in
the amount of $126.0 million. representing a 77.3% interest in
Market Hub Partners, L.E. (MHP). Ins the fourth quarter of
1999, NiSource acquired the remaimng interests in MHP. On
September 18, 2000, NiSource sold its ownership interests in
MHP to Duke Energy Gas Transmission for $250 milhion 1n
cash plus the assumption of 3150 nutlion in debt. This trans-
action resulted i a pre-tax gain of $51.9 million, which is
refiected as a component of other, net under other income
{deductions) m the accompanying consolidated statements of
income. Results for periods presented prior to the acquisition
of TPC are not impacted significantly by pro forma results of
TPC applied to those periods.

4. RESTRUCTURING ACTIVITIES

During 2000, NiSource developed and began the implementa-
tion of a plan to restructure its operations as a result of the
acepusitions discussed above, The restructuring plan incduded
a'severance program, a transition plan to implement opera-
tional efiiciency throughout NiSource’s operations and a vol-
untary early retirement program.

As a result of the restructuring plan, it 1s estiniated that
approximately 900 management, professional. administrative
and technical positions have been or will be eliminated.

In October, 2000, NiSouzrce recorded a pre-tax charges of

$5.8 million 1n operating expense representing severance and
related benefits costs. This charge included $5.1 mithon of
estimated termination benefits, In additon, NiSource assumed
$66.9 million in habilities related to the restructuring of
Columbia’s operations representing severance and refated
benefits costs and relecation of certain operations. As of
December 31, 2000, approximaiely 383 emplovees had heen
terminated as a result of the restructuring plan. At Decem-

ber 31, 2000, the consolidated balance sheet reflected a
hability of $65.4 million related to the restructuring plan.

5. DISCONTINUED OPERATIONS AND ASSETS HELD FOR SALE

The Securities and Exchange Commission {SEC) i its order
approving the merger with Columbia required NiSource to
divest its water utilities within three years from the date of the
merger. [n January 2001, NiSource completed its formal plan
to dispose of its water utilities within one year to comply with
the SEC order. The water utihities operations are reported as
discontinued operations.

Results from discontnued operations of the water utllities
are provided in the following table:

Tivelve months ended December 31, {3 in millions) 2000 1589 1998

Revenues from discontmued

operatons 104.7 106.1 90.0
Income from discontinued

operations 35.1 14,7 11.7
Income taxes 25.3 8.2 6.4
Net Income from

disconunued opertions Q.8 6.5 5.3

On May 22, 2000, as a result of its ongoing strategic assess-
ment, Columbia announced that it deaded to sell Columbia
Propane Corporation (Columbia Propane}, 2 propane mar-
keter. Columbia also announced its decision to sell Columbia
Perroleum Corporation {Columbiz Petroleum), a diversified
petroleum distribution company. On January 31, 2001,
Columbia signed a defmitive agreement to sell the stock and
assets of Columbia Propane to AmenGas Partners L.P.
{AmeriGas} for approximately $208 miilion, including $53
million of AmeriGas partnership cormon units. The ransac-
tion, subject to customary conditions, including Hart-Scott
Rodino regulatory approval, is likely ro close carly in 2001,
The net assets of the water utilities, Columbia Propane and
Columbia Petroleum are reported as net assets of discontinued
operations on the consolidated balance sheet.
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The ner assets of the discontinued operations were as
follows:
Asof Decomber 31, fin millzoms) 2000 1999

% 107.8 $ 13.7

Accounts receivable, net
Properry, plant and

equipment, net 891.3 6541
Othier assets 173.% 51.6
Current labiliies (148.2) (6h.8}
Debt (169.4} (1994}
Orther habilities {294.9) (20:4.8)

Net Assets of Discontinued
Operations § 560.4 $ 245.4
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Subsequent to the merger, certain other assets were written
down to therr fair value. The wrte-down of $65.5 million,
reparted as loss on asset impairment in the income statement,
lefi a remaining carrying amount of $33.5 million reported as
assets held for sale on the balance sheet as of December 31,
2600, The assets impaired were those belonging o a unhiy line
locating company included in the Other Products and Services
segment, an investment In a company included m the Gas
Distribution segment and other energy related assets mcluded
in the Gas Marketing segment. '

6. IMPACT OF ACCOUNTING STANDARDS

A SFAS Ne. 1533 -
Hedping Activities.
The Financial Accounting Standards Board (FASB) has 1ssued
Statement of Financial Accounting Standards (SFAS) Na. 133,
“Accounting for Derivative Instruments and Hedging
Activities,” in June 1998 and SFAS No. 137, “Accounting for
Derivative Instruments and Hedging Activities — Deferral of
the Effective Date of FASB Statement No. 13357 in June 1999
and SFAS No. 138, “Accounting for Certain Derivative
Instruments and Certain Hedging Activities -— an amendment
of FASB Statement No. 133710 June 2000, Statement No. 133
as amended standardizes the accounting for derivative 1nstru-

Acconunting for Derivative nstruments and

ments, including certain derivative Instruments embedded in
hybrid contracts, by requiring that a company recognize those
items as assets or Habiiities in the balance sheet and measure
them at fair value. The standard also suggests i certain cir-
cumstances commaodity based contracts may quabfy as deriva-
tives. Special accounting within this statement generally pro-
vides for matching of the timing of gain or loss recognition of
derivative instruments qualifying as a hedge with the recogni-
tion of changes in the fair value of the hedged asset or Hability
through earnings, and requires that a company must {formaliy
document. designate and assess the effectiveness of transac-
tions that receive hedge accounting treatment. The statement
also provides that the effective portion of a hedging instru-
ment’s gain or loss on a forecasted transaction be initially
reported in other comprehensive income and subsequently
reclassified into earnings when the hedged forecasted transac-
tion affects earnings. Unless those specific hedge accounting
criteria are met, SFAS No. 133 requires that changes i deriva-
tives’ fair value be recognized currently in earnings.

NiSource is a party to a number of coniracts that have ele-
ments of a derivative instrument. These contracts include,
among others, binding purchase orders, contracts whieh pro-
vide for the delivery of natural gas. and service contracts that
require the counterparty o provide commodity storage, trans-
partation or capacity service to meet normal sules commit-
nients. Although meny of these contracts have the requisite
clemens of a dervatve instrument, NiSource believes these

contracts are not subject to the accounting requirements of
SFAS 133 because they provide for the delivery of products
or services in quantities that are expected to be used m the
normal course of operating the business or the value of the
contract is directly associated with the price or value of a serv-
ice. Other contracts do not meet the definition of a dertvative
instrument because these represent requirements-based
commitments,

The adoption of this statement on January 1, 2001 15 esti-
mated to result It a cumulative after-tax increase to net income
of approximately $5 million and an after-tax reduction to other
comprehensive income of approximately $20 million. The
adoption is also estimated to result in approximately $195 mil-
Hon of derivatives to be recognized on the consolidated
balance sheet as assets and approximately $220 million: of
derivatives to be recognized as liabilities,

B. SFAS Ne, 140 — Accounting for Transfers and Servicing of
Financial Assets and Extinguishment of Liabileties.

In September 2000, the FASB issued SFAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets and
Extinguishment of Liabilities.” This statement replaces FASB
Statement No. 125, “Accounting {or Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities™ (SFAS
No. 125). It revises the standards for accounting for securitiza-
tions and other transfers of financial assets and collateral and
requires certain disclosures, but it carries over most of SFAS
No, 125% provisiens without reconsideration.

This statement provides accounting and reporting standards
for transfers and servicing of financial assets and extinguish-
ments of labilities. Those standards are based on consistent
application of a financial-components approach that focuses
ot control. Under that approach. after a transter of financial
assets, an engity recognizes the fnancial and servicing assefs it
controls and the habilities it has incurred. derecognizes finan-
ctal assets when control has been surrendered. and derecog-
nizes Nubilities when extinguished. This stienent provides
consistent stendards for distinguishing vunsfers of financiad
assets that are sales from transfers that ove secured borrowings,
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G SAB No. 101 - Revenue Recognition in Financial Statements.
In December 1999, the SEC issued Staff Accounting Bulletin
(SAB) No. 101, “Revenue Recognition in Finaneial Statements.”
This SAB summarizes certain of the SEC Staff’s views in apply-
ing generally accepted accounting principles to revenue recog-
nition in financial statements, In June 2000, the SEC issued
SAB No. 1018, which delayed the implementation of SAB 161
until no later than the fourth fiscal quarter of fiscal vears begin-
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ning after December 15, 1999, As a result of the application

of SAB 101, NiSource restated certain results of its power
trading operations on a gross basis. This resulted in an
increase in 2000 revenues of $485.2 million and cost of sales
0f $472.9 million. 1999 revenues increased $237.8 million
and cost of sales increased $250.4 million as a result of the
implementation. This restatement resulted in no change tw
operating income.

7. REGULATORY MATTERS

Fuel Adjustment Clause,

On August 18, 1999, the IURC issued a generic order
(Generic Order) which established new guidelines for the
recovery of purchased power costs through fuel adjustment
clauses. The IURC ruled that each atlity had to establish a
“benchmark”™ which is the utility’s highest on-system fuel cost
per kilowatt-hour (kwh) during the most recent annual peried.
The IURC stated that if the weekly average of a utility’s pur-
chased power costs were less than the “benchmark,” these
costs per kwh should be considered net energy costs which are
presumed “fuel costs included in purchased power. If the
weekly average of a utility’s purchased power costs exceeded
the “benchmark,” the utility would need to submit additional
evidence demonstrating the reasonableness of these costs, The
Office of Utility Consumer Counselor {OUCC) appeaied the
Generic Order to the Indiana Court of Appeals. Northern
Indiana applied the Generic Order’s guidelines to purchased
power transactions sought to be recovered for February, March
and April 2000,

By an order issued February 23, 2000, the IURC approved
the recovery of Northern Indiana’s purchased power transac-
tions during the months of July, August and September 1999.
Northern Indiana and the QUCC filed petitions for reconsid-
eration of the February 23, 2000 Order.

On June 30, 2000, Northern Indiana and the OUCC filed a
Jjoint motion to withdraw petitions for reconsideration and
requested [URC approval of a Stipulation and Agreement
(Agreement). The Agreement establishes a recovery mecha-
nism for certain purchase power transactions for the months of
July, August and Septerber 2000 that will be utilized in lieu of
the IJRC's Generic Order guidelines. The Agreement calls
for Northern Indiana to return, by an adjustment to fuel
adjustment clause factors, $1.8 million to retail ratepayers dur-
ing the period from November 2000 through April 2001,
Northern Indiana has established a reserve for these amounts.
By its order 1ssued August 9, 2000, the IURC approved the
Agreement. On September 3, 2000, the Indiana Court of
Appeals issued an order approving a joint stipulation for dis-
missal, with prejudice, of the OQUCC’s appeal of the Generic
Order.

Gas Cost Adjustment Clause.
On August 11, 1999, the IURC approved a flexible gas cost
adjustment mechanism for Northern Indiana. Under the new
procedure, the demand component of the adjustment factor
will be determined, after hearings and IURC approval, and
made effective on November } of each year. The demand com-
ponent will remain in effect for one year until a new demand
component s approved by the IURC. The commodity compo-
nent of the adjustment factor will be determined by menthly
filings, which will become effective on the first day of each cal-
endar month, subject to refund. The monthly filings do not
require [URC approval but will be reviewed by the JURC dur-
ing the anmual hearing that will take place regarding the
demand component fling. Northern Indiana made its annual
filing on September 1, 2000,

Northern Indiana’s gas cost adjustment factor also includes
a gas cost incentive mechanism (GCIM) which allows the shar-
ing of any cost savings or cost increases with customers based
on a comparison of actual gas supply portfolio cost to a
market-based benchmark price.

Other.

During the course of a regularly scheduled review, referred
10 as a Level 1 review, the staff of the Indiana Unlity
Regulatory Commission (IHRC) made a preliminary determi-
nation, based on unadjusted historical financial information
filed by Northern Indiana’s electric operation, that Northern
Indiana was earning returns that were in excess of its last rate
order and generally established standards. Despite holding
meetings with the TURC staff during 2000 to explain several
acdjustrments that neaded to be made to the filed information to
make such an analysis meaningful, the staff has recommended
that a formal investigation be performed. The IURC has
ordered that an investigation begin. Management is unable at
this time to determine if a broader analysis, which would be
performed through a formal investigation, could result in a rate
adjustinent that would be higher or lower than currently
allowed rates. Management intends te vigorously oppose any
efforts to reduce rates that may result from this investigation.
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8. RISK MANAGEMERNT ACTIVITIES

NiSource uses certain commodity-based derivative financial
instruments to manage certain risks inherent in s business,
NiSource's sentor management takes an active role in the risk
management process and has developed policies and proce-
dures that require specific adminissrative and business func-
tions to assist in the identification, assessment and control of
various risks. The open positions resulting from risk manage-
ment activities are managed in accordance with strict policies
which Limit exposure to market risk and require daily reporting
to managerent of potential financial exposure.

NiSource uses futures contracts, options and swaps to
hedge a portion of its price risk associated with its non-trading
activities in gas supply for its regulated gas utilities, certain
customer choice programs for residential customers and other
retail customer activity. At December 31, 2000, NiSource had
futures contracts representing the hedge of natural gas sales in
the netional amount of 10.7 billion cubic feet (Bef) resulting in
a deferred gain of $26.5 million.

NiSource’s trading operations include the activities of its
power trading business and non-affiliated transactions associ-
ated with TPC. NiSource employs a value-at-risk (VaR) model
to assess the market risk of its energy trading portfolios.
NiSource estimates the one-day VaR across all trading groups
which utilize derivatives using either Monte Carlo simulatien
or variance/covariance at a 95% confidence level, Based on the
results of the VaR analysis, the daily market exposure for
power trading on an average, high and low basis was $0.8 mil-
fion, $2.7 million and $0.04 million and $0.4 milhon, §1.2
million and $0.01 miilion during 2000 and 1999, respectively.
The daily VaR for the gas trading portfolio on an average, high
and low basis was $2.3 million, $8.1 million and $0.5 mllion
and $1.3 million, $2.1 miilion and $0.4 million during 2600
and 1999, respectively. NiSource implemented a VaR method-
ology in 1999 to introduce additional market sophistication
and to recognize the developing complexity of its businesses.

The fair market value of NiSource electric trading assets and
liabilities were $30.9 million and $42.6 million, respectively, at
December 31, 2000, and $31.7 million and $54 million, respec-
tively at December 31, 1999. The average fair market value of
electric trading assets and liabilities were $36.6 million and
$60 mitlion, respectively at December 31, 2000, and $20.9
miflion and $32.4 million, respectively at December 31, 1999.

The fair market value of NiSource gas trading assets and lia-
bilities were $1.578 million and $1,526 million, respectively, at
December 31, 2000. The average fair market value of gas trad-
ing assets and labilities were $520.8 million and $507.5 mil-
hon, respectively, for the year ended December 31, 2000, The
fair market value of NiSource gas trading assets and liabilities
were both $59 million at December 31, 1999, December 1399
was the first month NiSource recorded gas trading assets and
liabilities, therefore, there is no average to report for the year
ended December 1999,

NiSource has recorded electric trading revenues and cost of
sales of $485.2 million and $472.9 million, respectvely, at
December 31, 2000. NiScurce has recorded electric frading
revenues and cost of sales of $237.8 million and $230.4 mil-
lion, respectively, at December 31, 1999. NiSource has
recorded gas trading revenues and cost of sales of $2.052.8
million and $1.994.9 million, respectively, at December 31,
2000. NiSource has recorded gas trading revenues and cost
of sales of $390.4 million and $388.2 million. respectively, at
December 31, 1989,

Unrealized gains and losses on NiSource’s trading portfolio
are recorded as price risk management assets and liabilities.
The market prices used to value price risk management acovi-
ties reflect the best estimate of market prices considering van-
ous factors, including closing exchange and over-the-counter
guotations and price volatility factors underlying the commut-
ments. The accompanying Consolidated Balance Sheet reflects
price risk management assets of $1,608.9 million and $90.7
million at December 31, 2000 and December 31, 1999,
respectively, of which $1,568.5 million and $90.7 million were
included in “Price risk management assets” and $40.4 million
and §¢.0 million were included under the caption
“Prepayments and other” Included in the Current Assets at
December 31, 2000 and December 31, 1999, respecuvely. The
accompanying Consolidated Balance Sheet also reflects price
risk management labilities (including net option premiums) of
$1.568.6 million and $113.0 million of which $1,529.2 mil-
Hon and $113.0 million were mcluded i “Price risk manage-
ment liabilities” and $39.4 million and $0.0 million were
inciuded in “Other noncurrent labilities™ at December 31,
2000 and December 31, 1999, respectively.

NiSource’s exploration and production company hedged a
portion of its gas production that was subject te price volatility.
At December 31, 2000, there were 7,676 open contracts repre-
senting a notional quantity amounting to 67.3 Bef of commodity
contracts for natural gas production through December 2002
at an average price of $3.66 per Mcf. Also at December 31,
2000, there were 23,009 open contracts representing a notion-
al quantity amounting to 201.8 Bef of basis contracts through
2005 at an average price of $.22 per Mef. A total of $188.6 mii-
lion of unrealized losses have been deferred on the consobdated
balance sheets, at December 31, 2000, with respect to these
open contracts. During the vear ended December 31, 2600,
$13.2 million of losses were realized on contracts settied.

NiSource entered into forward interest rate swaps to hedge
the interest rate risk exposure associated with $1.6 billion of
its anticipated financing of the Columbia acquisition debt. The
swaps had an effective date of March 36, 2001, The interest
rate swaps on the $600 million notional amount was scheduled
to terminate on March 30, 2006, the interest rate swap on the
$500 million notional amount was scheduled to terminate on
March 30,2011 and the interest rate swap on the 3500 million
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amount was scheduled to terminate on March 30, 2031, referred to above were terminated early and the meflective
Financing for the Columbia acquisition was completed on component of the change i the value of the swaps was
November 14, 2000, and as a result, the interest rate swaps charged to expense in the fourth quarter of 2000,

8. INCOME TAXES

The components of income tax expense are as follows:

Year Ended December 31, Hiop 1449 1Ugs

(% in puillions}
income Taxes

Current

Federal § 81.3 $86.4 $106.0

State 14.2 131 16,5
Total Current 95.5 99.5 1255
Deferred

Federal 36.3 {9.5% (22.2)

State 3.1 (0.2) (1.7)
Total Deferred 42.4 (9.7) (23.9)
Deferred Investment Credits (7.8) (7.6} (7.2)
Income Taxes Included in Continuing Operations : 130.1 82.2 ; 94.4
Income Taxes Related to Discontnued Operations 21.9 8.2 _ 6.4
Total Income Taxes $152.0 $90.4., ; $100.8

Total income taxes from continuing operations are different from the amount that would be computed by applying the statutory
Federal income tax rate to book income hefore income tax. The major reasons for this difference are as follows:
Year Ended Decernber 31, 2000 1599 1498

(% in millions)
Book income from Contlnuing

Operations before income taxes $277.2 $236.1 $283.0
Tax expense at statutory Federal income tax rate $7.0 35.0% §2.6 35.0% 99.1 35.0%
Increases (reductions) in taxes resulting from:
Book depreciation over related tax depreciation 2.8 1.0 3.9 1.6 4.0 1.4
Amortization of deferred investment tax credits {(7.8) (2.8} {7.6) (3.2 (7.2 (2.5)
State income taxes, net of federal income tax benefit 10.2 3.7 8.3 3.5 9.1 3.2
Reversal of deferred taxes provided at rates in
excess of the current federal income tax rate (4.4) {1.6) (5.5} (2.3) (6.5) {2.3)
Low-income housing credits {5.8) (2.1} (4.5) (1.9 (3.8 1.3
Nondeductible amounts related to amortization of
mtangible assets and plant acquisition adjustments 8.8 3.2 0.4 0.2 0.4 0.1
Basis and steck sale differences 19.2 6.9 0.0 (.0 0.0 0.0
Other, net 10.1 3.6 4.6 1.9 (0.7 {0.2)
Income Faxes from Continuing Operations $136.1 46.9% § 82.2 34.8% % 94.4 33.4%
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Deferred income taxes result from temporary differences between the financial statement carrying amounts and the tax basis of
existing assets and liabilitics. The principal components of NiSource’s net deferred tax liability are as follows:

At December 31,

2004 1699

Deferred tax liabilities

($ 1 muillions)

Accelerated depreciation and other property differences $1,776.1 $ 49438
Unrecovered gas and fuel costs 1581 16.7
Orther regulatory assets 23.4 27.6
Prepaid pension and other benefus 63.9 64.9
Reacquisition premium on det 13.7 15.1
Writedown in FMV of Debt 45.1
Total Deferred Tax Liabilities 2,060.3 1.068.1
Deferred tax assets
Deferred mvestment tax credits (50.8) {35.0%
Orther postretirement/postemployment benehis {63.0) (55.5)
Gas Inventory (15.9) e
Tax loss carrvliorwards (32.7} o
Other (77.5) {25.0)
Total Deferred Tax Assets {239.9} (113.5}
Less: Deferred income taxes related to current assets and liabilities 14.2 {7.5)
Non-Current Deferred Tax Liability $1,8{)6_.2 $ 8623

10. PEMSION AND OTHER POSTRETIREMENT BENEFITS

Noncontributory, defined benefit retirement plans cover the
majority of emplovees. Benefits under the plans reflect the
employees’ compensation, years of service and age at
retirement.

NiSource provides certain health care and life insurance
benefits for certain retired employees. The majority of employ-
ees may become eligible for these benefits if they reach retire-
ment age while working for NiSource.

The expected cost of such benefits is accrued during the
employees’ vears of service. Current rates of rate regulated
companies include postretirement benefit costs on an accrual
basis, including amortization of the regulatory assets that arose

prior to inclusion of these costs in rates. Cash contributions
are remitted to grantor trusts.

Beginning in 2000, NiSource is reflecting the information
presented below as of September 30 rather than Decernber 31.
The effect of utilizing September 30 rather than December 31
is not significant. The following tables provide a reconciliation
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of the plang’ funded status and amounts reflected in NiSource’s consolidated balance sheets at December 31:

CGther Benefits
2000 1998

Change in benefit obligation

(% in millions)

Benefit obligation at beginning of vear $ 971.¢ $0928.5 § 226.5 $ 2136
Service cost 24.3 18.6 6.7 4.7
Interest cost 84.5 68.2 21.4 16.3
Plan participants’ contmbutions e e 0.4 1.2
Plan amendments 0.5 —
Addinonal labihity for disabled parucipants - - 24 -
Actuarial {(gam) loss (33.0) (57.9) (4.1} {16.6)
Acquisition ef businesses 760.8 8.7 255.4 23.2
Speaal terminaten benefits 806 - -
Benefits paid (48.2) (64.2) (11.6) (15.9)
Benefit obligation at end of vear 1,768.8 971.9 497.1 226.5
Change in plan assets

Fair value of plan assets at beginning of vear 1,207.0 970.1 30.0 2.5
Actual return on plan assets 49.5 168.3 0.5 2.5
Employer contributions 40.5 40.7 9.8 12.7
Plan participants’ contributions - - 0.4 1.2
Acquisition of businesses 1,012.1 92.1 140.3 26.6
Benefiss paid {(48.2) (64.2) (11.6) (15.9)
Fair value of plan assets at end of vear 2,260.9 1,207.0 169.4 30.0
Funded status of plan at end of year 492.1 - 2351 (327.7) (196.5)
Unrecognized actuarial net gain (390.9) (151.6) (135.5) (108.8)
Unrecognized prior service cost 90.9 55.4 5.6 3.5
Unrecognized transition obhgation 18.7 22.4 144.6 156.6
Fourth quarter contributions 0.3 — 7.0
Prepaid (Accrued) benefit cost § 2111 $ 1613 ${306.01) $(145.2)

Pension Benefits

Qther Benefits

2000 iggg 2000 1949
Weighted-average assumptions as of Sepiember 30,
Discount rate assumption 8.00% 7.75% 8.00% 7.75%
Compensation growth rate assumption 4.50% 4.50% 4.50% 4.50%
Medical cost trend assumption nfa nfa 5.25% 5.00%
Asgsets earnings rate assumption 9.00% 0.00% G.06% 5.00%

The following table provides the components of the plans expense for each of the three years:

Pension Benefits
2060 1994 1998

Other Benefits

2a08 1999 7988

Net periodic cost

Service cost

Interest cost

Esxpected return on assets
Amertization of transition obligation
Amoruzation of prior service cost
Ameortization of (gain) loss

Special tenninason benefits

($ s millions)

o

24.3  $ 186 §159
84.5 68.2  59.3
(123.9)  (93.9)  (81.3)

6.2 6.3 5.4
7.0 6.3 45
(5.3) — -
8.0 -

$ 6.7 $47 % 44
21.4 16,3 14.0
(3.5)  (23) (0.9
12.0 120 109
0.3 0.3 0.3
(59) (56 (58

Net Periodic Benefits Cost {Benefit)

$ 08 § 55 § 58
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Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one-

percentage-point change in assurmed health care cost trend rates would have the following effects:

1% point 1% point

Increase decrease

Effect on service and interest components of net periodic cost 28 $(3.0)
Effect on accumulated postretirement benefit abligation $21.5 $(29.3)

11. AUTHORIZED CLASSES OF CUMULATIVE PREFERRED AND PREFERENCE STOCKS

NiSource — 20,000,000 shares — Preferred — $0.01 par value. The redemption prices at December 31, 2000, for the
4,000,000 shares are designated Series A Junior Participating cumulative preferred stock, which is redeemable solely at the
Preferred Shares and are reserved for issuance pursuant to the option of Northern Indiana, in whole or in part, at any time
Shareholder Purchase Rights Plan described in Common upon thirty days’ notice, were as follows:
Shares. Redemption
The authorized classes of par value and no par value cumu- ‘ Price Per
lative preferred and preference stocks of Northern Indiana are Series Share
as follows: Cumulative Preferred — $100 par value — Northern Indiana Publie Service Corpany:
2,400,000 shares; Cumulative Preferred - no par value — Cumulative preferred stock —
3,000,000 shares; Cumulative Preference — $50 par value — $100 pay value — 4¥% $101.20
_ - . 4% $100.00
2,600,000 shares {none outstanding); and Curmulative £29%  $101.60
Preferenice — no par value — 3,000,000 shares (none . _ o CA88%  $102.00
outstanding}. 7.44%  $101.00
The preferred shareholders of Northern Indiana have no 7.50%  $101.00
voting rights, except in the event of default on the payment of Cunulative preferred stock — '
four consecutive quarterly dividends, or as required by Indiana no par value — adjustable rate

{6.00% at December 31, 2000),
Serles A (stated value
$50 per share} $ 5000

Taw to authorize additional preferred shares, or by the Articles
of Incorporation in the event of certaln merger transactions.

The redemption prices at December 31, 2000, as well as sinking fund provisions, for the cummulative preferred stock subject to
mandatory redemption requirements, or whose redemption is outside the control of Northern Indiana, were as follows:

Redemption Price Sinking Fund or Mandatory
Series Per Share Redemption Provisions
Cumulative preferred stock — $100 par value —
8.35% $102.95, reduced periodically 3,000 shares on or before July 1: increasing to

6,000 shares beginning in 2004; roncumulative
option to double amount each year

75% $103.70, reduced periodically 2,777 shares on or before December 1; noncumulative
option to double amount each year
Cumulative preferred stock — No par value — 430,000 shares on October 14, 2002
6.50% $100.04 on October 14, 2002

Sinking fund requirements with respect to redeemable
preferred stocks outstanding at December 31, 2000, for each
of the four years subsequent to Decernber 31, 2001 were as

follows:

Year Ending December 31, (S In miiii(ms)
2002 0.6
2003 45.6
2004 +.9
2800 6.9
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12, COMMON SHARES

As of December 31, 2000, NiSouree has 400,000,000 of
authonzed common shares with a $0.01 par value. All refer-
ences to numbers of common shares reported, including per
share amounts and stock option data, have been adjusted to
reflect the two-for-one stock split effective February 20, 1998,

A Sharveholder Rights Plan.

The Board of Directors of NiSource has adopted a
Sharcholder Rights Plan. Each Right, when exercisable, would
mitially entitle the holder to purchase from NiSource one one-
hurdredth of & share of Series A Juntor Participating Preferred
Stock, with $0.01 par value, af a price of $60 per one ene-hun-
dredth of 4 share. In certam circumstances, if an acquirer
obtained 25% of NiSource’s outstanding shares, or merged
mto NiSource or merged NiSource into the acquirer, the
Rights would entitle the holders to purchase NiSource’s or the
acquirer’s common shares for one-half of the market price.
The Rights will not dilute NiSource’s commaon shares nor
affect earnings per share unless they become exercisable for
common shares. The Plan was not adopted in response to any
specific attempt to acquire control of NiSource. The Rights are
not currently exercisable,

123. LONG-TERM

B. Eguitv Forward Share Purchase Contracl.

Dunng the second quarter of 1999, a forward purchase con-
tract was entered into covering the purchase of up to 5% of
NiSource’s outstanding common shares. At the end of each
quarterly period during the term of the forward purchase con-
traet. NiSource had the option. but not the obligation, o settle
the forward purchase contract with respeet to all or a porton
of the common shares held by the connterparty. The counter-
party informed NiSource that approximately 5.6 million shares
had been purchased at a weighted average cost of $26 .90 per
share. NiSource had the option {0 seitle with the counterparty
by means of physical, net cash or net share settlement. On a
quarterly basis, NiSource paid the counterparty a fee hased on
the amount paid for common shares purchased by the counter-
party, and the counterparty remitted dividends recetved on
shares owned. All such amounts paid and remitted under the
contract are reflected in equity contract costs of common
sharcholders’ equity. On December 26, 2000, the contract was
terminated and a new agreement was entered into that allowed
NiSource to cash seetle with the counterparty. The fair value of
the new agreement was recorded on the balance sheet as of
December 31, 2000.

iNCENTIVE PLANS

There are two long-term incentive plans for key management
employees that were approved by shareholders on April 13,
1988 (1988 Plan) and April 13,1994 (1994 Plan). The 1088
Plan, as amended and restated, and the 1994 Plan, as amended
and restated, were re-approved by shareholders on Apri 14,
1999. The Plans permit the following types of grants, separ-
ately or i combination: nenqualified stock options, incentive
stock options, restricted stock awards, stock appreciation
rights and performance units. Under the Plans, the exercise
price of each option equals the market price of common stock
on the date of grant. Each option has a maximum term of ten
years and vests one year from the date of grant.

The 1988 Plan provided for the issuance of up to 5.0 mil-
Lon commaon shares to key employees thmug]';‘April 1598, On
January 29, 2000, the Board of Directors of NiSource
approved certain additional amendments to the 1994 Plan and
on June 1, 2000, the 1994 Plan, as amended and restated, was
approved by shareholders at the 2000 Annual Meeting of
Sharehalders of NiSource. The amended and restated 1994
Plan provides for the issuance of up to 11 million shares
through Apnl 2004, and permits contingent stock awards and
cdividend eqiuvalents payable on grants of options, stock
appreciation rights {5ARs), performance units and contingent
stack awards. At December 31, 2600, there were 8,578,000
shares reserved for future awards under the amended and
restated 1994 Plan.,

I connection with the acquisition of Bay State {see Note 3),
all outstanding Bay State nonqualified stock options were
replaced with NiSource nengualified stock options. The
replacement of such options did not change their original vest-
ing provisions, terms or fair values. Information regarding
these options can be found in the following tables about
changes in nonqualified stock options under the caption
“converted.” In connection with the scquisition of Columbia,
no options were converted or assumed.

SARs may be granted only in tandem with stock options on
a one-for-one basis and are payable m cash, conunon shares, or
a combmation thereof. Restricted stock awards are restricted as
to transfer and are subject to forfeiture for specific periods
from the date of grant, Restrictions on shares awarded 1n 1595
lapsed on January 27, 2000, and vested &t 1 16% of the number
awarded., due to attaiming specific carnings per share and stock
appreciation goals. Restrictions on shares awarded in 1998
lapsed two years from date of grant and vested ar 100% of the
number awarded. Restrictions on shares awarded 1n 20600
lapse three years from date of grant and vesting may vary from
(% to 200% of the number awarded, subject to speaific per-
formance goals. fa participant’s employment is terminated
prior to vesting other than by reason of death, chsability or
retirernent, restricted shares are forfeited, There were 667,500
and 513.500 restricted shares outstanding at December 31,
2000 and December 31, 1999, respectively.
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The Nonemployee Director Stock Incentive Plan, which
was approved by shareholders, provides for the 1ssuance of up
o 200,000 common shares to nonemployee directors. The
Plan provides for awards of common shares which vest in 20%
increments per year, with full vesting after five years. The Plan
also allows for the award of nonqualified stock options, subject
to immediate vesting i the event of the director’s death or dis-
ability, or a change in control of NiSource. If a director’s serv-
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shares not vested as of the date of term%natmn are ?(}rfelted. As

of December 31, 2000, 81,500 shares had been issued under
the Plan.

These plans are accounted for under APB Opinion No. 25,
under which no compensation cost has been recognized for
nonqualified stock options. The compensation cost that was
charged against net income for restricted stock awards was
$6.8 million, $3.5 million and $1.9 million for three years

ice on the Board is terminated for any reason other than retire- ended December 31, 2000, 1999 and 1998, respectively,

ment at or after age seventy, death or disability. any common

Transactions for the three years ended December 31, 2000, are as follows:

Weighted

Average

Option

Options Price

Ouistanding at December 31, 1997 2,535,400 $16.41
Granted 607.000 2929
Exercised (457,700) 14.88
Cancelled (35.400) 16,07
Outstanding at December 31, 1988 2,651,300 19.61
Granted 744,750 24.59
Converted 740,780 15.03
Exercised (171.374) 14.03
Cancelled {17.600) 28.45
Outstanding at December 31, 1989 3.948.456 19.90
Granted 1,235,000 20.97
Exercised (603.073) 14,05
Cancelled (117.500) 23.88
Outstanding at December 31, 2006 4,462 885 2076

Exercisable at December 31, 2000 3,253,133 20.64

The following table summarizes information on stock options outstanding and exercisable at December 31, 2000:

Options Outstanding Options Exercisable

Weighted Weighted Weighted

Average Average Remaining Average

Range of Exercise Number Exercise Price Contractual Life Number Fxercise Price
Prices Per Share Qutstanding Per Share n Years Exercisable Per Share
$11.46-%16.60 1,177,127 $15.02 2.8 1,177.127 $35.02
$16.61-$24.60 2,718,756 $21.48 8.3 1,509,006 $21.80
$24.61-529.22 567.000 $25.22 7.7 567,000 $29.22
$11.46-829.22 1,462 883 $20.76 6.7 3,253,133 $20.69
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At December 31, 1997, there were 11,200 SARs outstanding with an option price of $5.47. There were no SARs outstanding
at December 31, 2000, 1999 or 1998,
Had compensation cost been determined consistent with the provisions of the SFAS No. 123 fair value method {See Note 2T},

NiScurce’s net income and earnings per share would have been the pro forma amounts below:

Notes to Consolidated Financial Statements (Continued)

Year Ended December 31 (5 in millions excelt per share data) 2000 1999 15498
Net Income

As reported 156.9 160.4 183.9

Pro forma 153.7 158.8 192.8
Earnings per share

Basic —as reported 1.16 1.2 1.64

— pro forma 1.14 1.27 1.60

Dilute — as reported 1.15 1.27 1.59

~~~~~ pro forma 1.13 1.27 1.59

Weighted average fair value of options granted during the vear 4.61 3.66 4.28

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model with a divi-
dend vield of 4.86% and with the following assumptions used for grants in 2000, 1999 and 1958:

Angest 2000 January 2000 August 1959 August 1958
Expected Life 5.8 yrs. 5.4 yrs. 5.25 yrs. 5.4 yrs.
Interest Rate 6.6% 6.6% 5.87% 5.29%
Volaality 26.16% 28.98% 15.72% 13.00%

14, LONG-TERM DEBT

In November 2000, NiSource Inc., through its NiSource (3 millions}
Fmance Corp. subsidiary, issued $2.65 bilhion of private place- 2002 § 400.7
ment notes, providing a layer of permanent financing for the 2003 $ 901.7
acquusition of Columbia, This issuance included $750.0 mil- 2004 § 226.5

2005 $1,297.7

lion of three-year notes bearing a 7.50% coupon and maturing
on November 15, 2003; $750.0 million of five-vear notes bear-
ing a 7.625% coupon and maturing on November 15, 2005;
and $1.0 billion of ten-year notes bearing a 7.875% coupon
and maturing on November 15, 2010, Subscquently, an addi-
tional $150.0 million of five-year notes were issued, bearing a
7.625% coupon and maturing on November 15, 2005,

Also during November 2000, NiSource 1ssued 55.5 million
SALLS®™ as a portion of the consideration payable in the acqui-
sition of Columbia (See Note 3). The SAILS™ were issued as
one unit consisting of two separate instrumernts: a debenture
with a stated amount of $2.60 and a purchase contract requir-
ing the holder to purchase for $2.60 cash, an amount of
NiSocurce common shares based on a settlement rate that is
indexed to the market price of NiSource commen stock. The
purchase contract settlement date will be the fourth anniver-
sary of completion of merger date or earlier i there is a change
mn control of NiSouree before that date. The purchase con-
tracts may not be settled prior to the purchase contract settie-
ment date. The debentures have been pledged to secure the
holders” obligation to purchase common shares under the pur-
chase contract.

Sinking fund requirements and maturities of long-term debt
outstanding at December 31, 2000. for each of the four years
subseqguent to December 31, 2001, were as follows:

Unamortized debt expense, premium and discount on long-
term debt applicable to cutstanding bonds are being amortized
over the lives of such bonds, Reacquisition premiums have
been deferred and are being amortized. These premiums are
not earning a return during the recovery peniod.

The financial abligations of Capital Markets are subject to a
Suppert Agreement between NiSource and Capital Markets,
under which NiSource has committed to make payments of
interest and principal on Capital Markets’ obligations in the
event of a failure to pay by Capital Markets. Restrictions in the
Suppert Agreement prohibit recourse on the part of Capital
Markets® creditors against the stock and assets of Northern
Indiana that are owned by NiSource. Under the terms of the
Support Agreement, in addition to the cash flow of cash dw-
dends paid to NiSource by any of'its consolidated subsidiaries,
the assets of NiSource, other than the stock and assets of
Northern Indiana, are available as recourse for the benefit of
Capital Markets® creditors. The carrying value of the assets of
NiSource, other than the assets of Northern Indiana, was
$15.8 bitlion at December 31, 2000,

Cotumbiza has entered into interest rate swap agreements to
modify the interest characteristics of its outstanding long-term
debt. At Decerber 31, 2000, Columbia has outstanding four
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interest rate swap agreements effective through November 28,
2002, on $200 million notional amounts of its 6.61% Series B
Debentures due Novemnber 28, 2002. In addition, Columbia
has outstanding an interest rate swap agreement effective
through November 28, 2005, on a $100 million notional
amount of izs 6.80% Series C Debentures due November 28,
2005. Under the terms of the agreements, Columbia pays

15, SHORT-TERM
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interest based on a floating rate index and receives interest

based on a fixed rate, The effect of these agreements is to mod-
ify the interest rate characterization of a portion of Columbia’s
long-term debt from fixed to variable. The effect of these inter-
est rate swaps on interest expense in 2000 and 1999 was
immaterial.

BORROWINGS

Acqursition Financing.

In November 2000, NiSource Inc., through its NiSource
Finance Corp. subsidiary, entered into a new $6.0 bilhon 364-
day acquisidion facility with a syndicate of banks. The facility
was put in place to finance the Company’s $6.0 billion acquisi-
tion of the Columbia Energy Group, which was consummated
on November 1, 2000. Borrowings under the facility have been
guaranteed by NiSource, Inc. On November 1, 2000, the
facility supported $4.1 billion of commercial paper issued by
NiSource Finance Corp. to finance the Columbia acquisition.
At December 31, 2000, the facility supported the remaining
$1.1 billion of commercial paper originaly issued in connec-
tion with the Columbia acguisition.

Subsequent to the November 1, 2000 Columbia acquisiton,
the Company reduced its acquisition refated commercial paper
borrowings through the issuance of $2.65 billion of private
placement notes, completed in the fourth quarter of 2000.

On November 27, 2000, the Company issued 11.5 million
new shares of NiSource, Inc. commeon stock at an offering
price of $25.25 per share. The $280.9 million of net proceeds
were used to reduce borrowings under the NiSource Finance
Corp. acquisition credit facility.

Other Credit Facilities.

Columbia maintains two unsecured revolving credit facilities
consisting of an $850.0 million 364-day revolving credit agree-
ment that expires in October, 2001, and a $50.0 million Letter
of Credit Facility that expires in October 2001. At December
31,2000, the facility supported $521 million (net of a §3 mil-
lon discount) of commercial paper borrowings that had a
weighted average interest rate ol 7.76%.

NiSource’s financing subsidiary, NiSource Capital Markets,
Inc., may borrow under a $200.0 million 36i4-day revolving
credit facility that expires on July 5, 2001. At December 31,
2000, the facility supported $171.5 million of commercial
paper borrowings that had a weighted average interest rate of
7.86%. NiSource Capital Markets, Inc. also maintains multiple
uncommitted lines of credit totaling $203.0 million. At
December 31, 2000, there were $188.0 million of borrowings
outstanding under these uncemmitted lines of credit with a
weighted average interest rate of 7.96%.

Northern Indiana may borrow under a $200.0 mitlion 364-
day revolving credit facility that expires in September 2001, At
December 31, 2000, the facility supported $196.2 million of
cormmmercial paper borrowings that had a weighted average
interest rate of 7.05%. Northern Indiana alse maintains multi-
ple uncommitted lines of eredit totaling $178.0 miihon. At
December 31, 2000, there were $174.9 million of borrowings
outstanding under these uncommitted lines of credit with a
weighted average interest rate of 7.70%.

Bay State may borrow under two separate commutted lines
of credit totaling $115.0 million of which $55 miflion was cut-
standing at December 31, 2000, with a weighted average inter-
est rate of 7.38%. At December 31, 2000, the committed lines
supported $110.0 million of commercial paper borrowings
that had a weighted average interest rate of 7.35%.

Permanent Credit Facility.

NiSource is in the process of arranging a new $2.5 billion
revolving credit facility with a syndicate of banks for future
warking capital requirements. The new facitity will refinance
and consolidate essentiaily all of NiSources’s existing short-
term credit facilities {discussed above) into one credit facility
at the holding company level, through its NiSource Finance
Corp. subsidiary. NiSource expects to have this new facility m
place early in 2001,

In September 1999, Capital Markets issued $160 million
PURS in an underwritten public offering. The PURS were
unsecured debentures of Capital Markets and ranked equally
with all other unsecured and un-subordinated debt of Capital
Markets. On September 28, 2000, all $160 million PURS were
redeemed by NiSource at par.

As of December 31, 2000, NiSource had $165.5 million of
Jetters of credit outstanding, At December 31, 1999, NiSource
had no leters of credit outstanding,

Short-term borrowings were as follows:

At December 31 2600 1099

{5 in millions)
Commercial paper weighted

average interest rate of 7,44% 2,078.8 209.5
Notes payable weighted

average interest rute of 7.78% 417.9 351.8
Total short-tern horrowings 2,486.7 651.3
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16. CORPORATE PREMIUM INCOME EQUITY SECURITIES AND COMPANY-OBLIGATED M
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REDEEMABLE PREFERRED SECURITIES OF TRUSYT HOLDING SOLELY COMPANY DEBENTURES

In February 1999, NiSource completed an underwritten pub-
lic offering of Corporate Premium Income Equity Securities
(Corporate PIES). The net proceeds of approximately $334.7
million were primarily used to fund the cash porton of the
consideration payable in the acquisition of Bay State, and to
repay short-term indebtedness.

The Corporate PYES were offered as one unit comprised of
twe separable mstruments. The frst component consists of
stock purchase contracts to purchase, four years from the date
The second
component consists of mandatorily redeemable preferred secu-

of 1ssuance, common shares at a face value ()[ $50.

rities (Preferred Securities} which represent an undivided ben-
eficial ownership interest in the assets of NIPSCO Capital
Trust T {Capital Trust). The Preferred Securities have a stated
liqudation amount of $50. The sole assets of Capital Trust are

suberdinated debentures (Debentures) of Capital Markets that
earn interest at the same rates as the Preferred Securities to
which they relate, and certain rights under relsted guarantees
by Capital Markets. The Preferred Securities have been
pledged o secure the holders” obligation 1o purchase commaon
shares under the stock purchase contracts.

The distributions paid on Preferred Secunties are presented
under the caption “Minority Interests™ in NiSource’s
Consolidated Statements of Income. The amounts outstanding
are presented under the caption “Company-obligated manda-
torily redeemable preferred securities of subsidiary trust hold-
ing solely company debentures” in NiSource’s Consolidated
Balance Sheet. At December 31, 2000, there were 6.9 million
5.9% Preferred Securines outstanding with Capital Truse
assets of $345 million.

17. FAIR VALUE OF FINANCIAL INSTRUMERNTS

The following methods and assurptions were used to estimate
the fair value of each class of financial instruments for whicl: it
is practicable o estimate fair value:

Cash and cash equivalends.
The carrying amount approximates fair value due to the short
maturity of those instruments.

Dvestments.
Where feasible, the fair value of investiments is estimated based
on market prices for those or sinular investments.

Leng-term debt/Preferred Stock and Preferred Securities.

The fair values of these securities are estimated based on the
quoted market prices for the same or similar issues or on the
rates offered for securites of the same remaining maturites.
Certain premium costs associated with the early settlement of
long-term debt are not taken Into consideration in determining
fair vahie.

The carrying values and estunated fair values of financial instruments were as follows:

Carrying Estimated Carrying Estunated

Amount Fair Value Amount Fair Value

At December 31, 20400 2000 1394 134y

{5 i sulhons)

Long-term Investments $ 574 % 56.5 $ 487 $ 490

Long-term debt (inchuding current portion) 5,867.5 5,291.7 1,940.5 1,808.5

Preferred stock (including current portion) 132.7 1G7.1 139.6 119.7
Company-obligated mandatorily redeemable preferred securities of

subsidiary trust holding solely Company debentures $ 345.0 $ 3726 $ 3450 § 2488

A porton of the long-term debt relates to utibty operations,
The Uglities are subject to regulation and gains or losses may
be included i rates over a prescribed amortization period, i in
fact settled at amounts approximating those above.

In October 1999, Columbia of Ohio entered 1nto an agree-
ment to sell, without recourse, substannally all of its wade
accounts recetvable to Columbia Accounts Receivable
Carporation (CARCY. & wholly-owned subsidiary of
Columbia, At the same tme, CARC vniered into an agree-
ment. with a third party, Canadian haperial Band of

Commeree {CIBCY, o sell w percentane ownership Interest i a

defined pool of accounts recervable (Sales Program). Under
this Sales Program, CARC can transfer an undivided interest
in a designated pool of its accounts recewvable on an ongoing
basis up to a maximum of $125 milhon uned] April 30, 2001,
at which time the maximum decreases to $100 million. The
amount available at any measurement date vares based
upon the level of eligible receivables. Under this agreement,
approximately $108 million of receivables were sold as of
December 51, 2000,

Under o separate agreement, i conjuncuon with the Sales

Program. ©olambia of Ohio acts as agent for CTBC, the
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altimate purchaser of the receivables, by performing record
keeping and cash collection functions for the accounts receiv-
able sold by CARC. Columbia of Ohio receives a fee, which
provides adequate compensation, for such services.
Northern Indiana may sell up to $100 million of certam of
its accounts receivable to Citibank under a sales agreement,
without recourse, which expires May 2003, Northern Indana

Bay State Gas Company
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Under a separate agreement, in conjunction with the sales
agreement, Northern Indiana acts as agent for Ciibank, by
performing record kceping and cash collection functions for
the accounts receivable sold to Citibank. Northern Indiana
receives a fee, which ]m)vxdes adequate compensation, for
such services.

18. OTHER COMMITMENTS AND CONTINGENCIES

A. Capital Expenditures.

NiSource expects that approximately $650.0 mitlion will be
expended for construction purposes during 2001. Substantial
commitments have been made in connection with this con-
Struction program.

B. Serviee Agreements.

Northern Indiana has entered into a service agreement with
Pure Air, a general partnership between Air Products and
Chemicals, Inc. and Mitsubishi Heavy Industries America,
Inc.. under which Pure Air provides scrubber services to
reduce sulfur dioxide emissions for Units 7 and 8 at Bailly
Generating Station. Services under this contract commenced
on June 15, 1992, with annual charges approximating $20 mil-
lion. The agreement provides that, assuming various perform-
ance standards are met by Pure Air, a terminagion payment
would be due if Northern Indiana terminates the agreement
prior to the end of the twenty-year confract period.

O Assets Under Lien.

Substantially all of Columbiz Transmission’s properties have
heen pledged to Columbia as security for debt owed by
Columbia Transmission to Columbia. The first mortgage
bonds of Northern Indiana constitute a first mortgage len on
certain utility property and franchises.

D. Guarantees and Indemnities.

Primary Energy, Inc. (Primary) arranges encrgy-velated proj-
ects for large energy-mtensive customers and provides exper-
tise in managing the engineering, construction, operation and
maintenance of such projects. Through its subsidiaries,
Primary has entered into agreensents with several of NiSource’s
largest industrial customers to service a portion of their energy
needs. Primary has entered into certain operating lease com-
mitments (o Jease these energy-related projects. NiSource,
principally through Capital Markets, guarantees certain of
Primary’s obligations under each lease, which are mcluded in
the amount disclosed i the Operating Leases in Note 18G.

I connection with the purchase of National Propane
Partners, L.P. (National Propane) interests. Columbia has pro-
vided an indemnity to reimburse the former Managing General
Partiner for income taxes that would be due il certain actions
e Columbia resalt in the recoynition of certain types of
mecente or gain by the former Manynng € ceneral Parmer.

E. Other Legal Proceedings.

Irs the normal course of 1ts business, NiSource and 1ts sub-
sidiaries have been named as defendants m various legal pro-
ceedings. In the opinion of management, the ultimate disposi-
tion of these currently asserted claims will not have a material
adverse Linpact on NiSource’s consolidated financial position
or results of ()pcmti(}ns.

F. Envivowmenial Matters:

General. The operations of NiSource are subject to extensive
and evolving federal, state and local environmental laws and
rcgulatx(ms mtendcd to protect the public health and the envi-
ronment. Such environmental Jaws and regulations affect oper-
ations as they relate to impacts on air, water and Jand.

Gas Distribution. Several Gas Distribution subsidianes are
a “potentially responsible party™ (PRP) at waste cisposal sites
under the Comprehensive Environmental Response
Compensation and Liability Aet (CERCLA) (commonly
known as Superfund) and similar state laws, including at for-
mer manufactured gas plant (MGP) sites which it, or its corpo-
rate predecessors, own or owned or operated. Gas
Distribution subsidiaries may be required to share in the cost
of clean-up of such sites. In additon, some Gas Distribution
subsidiaries have corrective action liability under the RCRA
far closure and clean-up costs associated with underground
storage tanks.

Gas Distribution is party to or otherwise involved in clean-
up of three waste disposal sites under Superfund or similar
state laws. For some such sites, the potential lability 15 de min-
imis and, for others, the final costs of clean-up have not yet
been determined. As site investigations and clean-ups proceed,
waste disposal site liability is reviewed periodicallv and adjust-
ed as additional informaiion becornes available.

A program has been mnstituted to identify and mvestigate
former MGP sites where Gas Dhistribution subsidiaries or
predecessors thereof are the current or former owner. The
investigation has identified 85 such sites. Imtial investigation
has been conducted at 39 sites. Investigation activities have
been comypleted at 26 sites and remedial measures have been
selected or implemented at 20 sites. Only those site invesnga-
tion, characterization and remediation costs currently known
and determinable can be considered “probabie and reasonably
estimable” under Statement of Financial Accownting Standards
No. 5. *Aceounting for Contingencies” (SEAS No .
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NiSource mtends to continue to evaluate its facilities and
properties with respect to environmental laws and regulations
and take any required corrective action. To the extent site
investigations have been conducted, remediation plans devel-
oped and the responsibility for remediation established, the
appropriate estimated liabilities have been recorded. A regula-
tory asset has been recorded to the extent environmental
expenditures are expected to be recovered through rates.

As of December 31, 2000, a reserve of approximately $24
millien has been recorded to cover probable environmental -
response actions, 'F'he ultimate liability in connection with
these sites will depend upon many factors. including the vol-
ume of material contributed to the site, years of ownership or
operation, the number of other PRPs and thetr financial viahil-
ity and the extent of environmental response actions required.
Based upon investigations and management’s understanding of
current environmental laws and regulations, NiSource believes
that any environmental response actions required, after consid-
eration of insurance coverage, contributions from other PRPs
and rate recovery, will not have a material effect on its financial
position or results of operations.

Mercary Program. Undl the 1960s, gas regulators contain-
ing small quantities of mercury were installed in homes on
some natural gas systems. The purpose of these regulators was
to reduce the pressure of the natural gas flowing from the serv-
ice line for use inside of the home.

I 2000, several non-NiSource gas distribution companies
were involved in highly publicized testing and clean-up pro-
grams resuiting from mercury spills associated with the
removal of gas regulators containing mercury. A number of the
NiSource gas distribution subsidiaries are known to have uti-
lized gas regulators that contained small quantities of mercury.
All NiSource subsidiaries have implemented a program for
reviewing their procedures for managing gas regulators con-
taining mercury. While this program is currently underway, it
has not identified any significant problems associated with past
or current use or rernoval of mercury regulators. Information
generated to date shows that a number of NiSource gas distri-
bution subsidiaries have a small number or no mercury con-
taining gas regulators in service. Other NiSource gas distribu-
tion subsidiaries, which still utilize gas regulators containing
mercury, have programs in place to ensure the proper manage-
ment of gas regulators containing mercury, including ensuring
that any aceidental mercury spills associated with maintenance
or removal of these regulators are detected and properly
cleaned up.

NiScurce subsidiaries have received and responded to
inquiries about the current and historical use of gas regulators
containing mercury from regulatory agencies in Kentucky and
Pennsyivania. In addition, on December 7. 2000, the EPA
Region V sent letters to all NiSource subsidiaries in Indiana
and Ohio asking each of them to “review its records and
address any concerns or issues associated with mercury regula-
tors, manoreters, or any other mercury-contalmng measuring,
devices.” We believe that the program described in the preced-
g paragraph will be suflicient to satisfy the EPA’s request. We
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carrently believe that any liability associated with the current

or historical use of gas regulators containing mercury wilt not
have a material effect on its financial position or results of
operations.

Electric Operations. The Clean Air Act Amendments of
1990 (CAAA) mmpose limits to control acid rain on the emis-
sion of sulfur dioxide and nitrogen oxides (NOx) which
became fully effective in 2000. All of Northern Indiana’s facili-
ties are in comphance with the sulfur dioxide and NOx limits,

The CAAA also contain other provisions that could lead o
limatations on emissions of hazardous air pollutants and other
air pollutants (including NOx as discussed below), which may
require significant capital expenditures for control of these
emissions, Until specific rules have been issued that affect
Northern Indiana’s facilities, what these requirements will be
or the costs of complying with these requirements cannot be
predicted.

During 1998, the EPA 1ssued a final rule, the NOx State
implementation Plan (SIP) call, requining certain states,
including Indiana, to reduce NOx levels from several sources,
mncluding mdustrial and utitity boilers. The EPA stated that
the intent of the rule is to lower regional transport of ozone
Impacting other states” ability to attain the federal ozone stan-
dard. According to the rule, the State of Indiana must issue
regulations implementing the control program. The State of
Indiana, as well as some other states, filed a legal challenge in
December 1998 to the EPA NOx SIP call rule. Lawsuits have
also been filed against the rule by various groups, ncluding
utilities. [n a March 3, 2000, decision, the United States Court
of Appeals for the D.C. Circuit ruled largely in favar of the
EPA’s regional NOx plan and on June 22, 2000, the court
extended to October 30, 2600, the deadline for the state plan
submittals implementing the EPA NOx SIP Call. A petition for
a hearing belore the United States Supreme Court has been
filed. The State of Indiana superceded its February 2000, pro-
posed NOx control plan designed to address Indiang’s ozone
nonattainment areas and regional ozone transport, by initiating
rulemaking on a more stringent rule compliant with the EPA’s
NOx SIP call rule. That rulemaking is expected to be finalized
by mid-summer 2001. NiSource 15 actively involved in the
review and comment of the proposed Indiana rules.

In spite of the state’s efforts, on December 18, 2006, the
EPA sent Indiana and 10 other SIP call states and the District
of Columbia deficiency notices for their fullure to submit final
rules by the October 30, 2000 deadline. Because Indiana has
been working with the EPA and is expected io finalize its rule
by mid-summer 2001, no additional adverse requirements are
expected. Any NOx emission limitations resulting from the
Indiana rules are expected to be more restrictive than those
mmposed on electric vtilities under the CAAA’s acid ram NOx
reduction program described above. NiSource is following the
Litigation and evaluating the court decision and any potental
requirements that could result from the rules as implemented
by the State of Indiana. NiSource believes that the costs relat-
ing te comphance with the new standards mav be substantial,
buc suchs costs are dependent upou the outeome of the current
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litigation and the ultimate control program agreed to by the
targeted states and the EPA. NiSource is continuing its pro-
arams to reduce NOx emissions at Northern Indiana’s electric
facilities and will continue to closely monitor developments in
this area.

In a related matter to the NOx SIP call, several Northeastern
states have filed petitions with the EPA under Section 126 of
the Clean Air Act. The petitions allege harm and request relief
from sources of emissions in the Midwest that aliegedly cause
or contribute to ozone nonattainment in their states. NiSource
is monitoring the EPA’s decisions on these petitions and exast-
ing litigation to determine the impact of these developments
on progyams to reduce NOx emissions at Northern Indiana’s
electrie facilities.

The EPA issued final rules revising the National Ambient
Air Quality Standards for ozone and particulate matter in July
1997. On May 14, 1999, the United States Court of Appeals
for the D.C. Circuit remanded the new rules for both ozone
and particulate matters to the EPA. The Court of Appeals
Decision was appealed to the Supreme Court which heard oral
arguments or: November 7, 2000, and is expected to make a
decision in spring 2001, If upheld by the court, the revised
standards could require additional reductions in sulfur diox-
ide, particulate matter and NOx emissions from coal-fired boil-
ers (including Northern Indiana’s electric generating stations)
beyond measures discussed above. Final implementation
methods will be set by the EPA as well as state regulatory
authorities. NiSource believes that the costs relating to
compliance with any new limits may be substantial but are
dependent upon the ultimate control program agreed to by the
targeted states and the EPA. NiSource will eontinue to closely
monitor developments in this area however the exact nature of
the impact of the new standards on its operations will not be
known for some time.

In a letter dated September 15, 1999, the Attorney General
of the State of New York alleged that Northern Indiana violat-
ed the Clean Air Act by constructing a major modification of
one of its clectric generating stations without obtaiming pre-
construction permits required by the Prevention of Significant
Deterioration (PSD) program. The major modification alleged-
ly took place at the R. M. Schahfer Station when, “in approxi-
mately 1995-1997, Northern Indiana’s upgraded the coal han-
dling system at Unit 14 at the plant.” While Northern Indiana
is investigating these allegations, the company does not believe
that the modifications required pre-construction review under
the PSD program and believes that all appropriate permits
were acquired.

Initiatives are being discussed both in the United States and
worldwide to reduce so-called “greenhouse gases” such as car-
bon dioxide, a by-product of burning fossil fuels. Reduction of
such emissions could result in significant capital outiays or
operating expenses for Northern Indiana.

On December 20, 2000, notice in the Federal Register, the
EPA issued a finding that the regulation of emissions of mer-
cnry and other air toxics from coal and oil-fired electric steam
gencrating units 1s necessary and appropriate. The EPA

Bay State Gas Company
D.T.E. 05-27
Attachment UWUA-1-5 (A)

expects to issue proposed reguiaticmpsag?f 198208 15, 2003,
and fnalized by December 15, 2004, The potential impact, i
any, to NiSource’s consolidated results that may occur because
of any potential new regulations concerning emissions of mer-
cury and other air toxics is unknown at this time.

Remediation. Northern Indianz is a PRP at four waste dis-
posal sites under CERCLA and simifar state laws, and may be
required to share in the cost of clean-up of such sites. In addi-
tion, Northern Indiana has corrective action liability under the
RCRA for closure and clean-up costs associated with treat-
ment, storage, and disposal units. As of December 31, 2000. 4
reserve of approximately $2.0 million has been recorded to
cover probabie environmental response actions at these sites.
The ultimate liability in connection with these sites wili
depend upon many factors, including the volume of material
contributed to the site, the number of other PRPs and their
financial viability and the extent of corrective actions required.
Based upon investigations and management’s understanding of -
current environmental laws and reguiations, NiSource believes
that any corrective actions required will not have a material
effeet on the its fAinaneial position or results of operations.

CGas Transmission. Columbia Transmission continues to
conduct assessment, characterization and remediation activi-
ties at specific sites under a 1995 the EBA Administrative
Order by Consent (AOC). The program pursuant to the AOC
covers approximately 240 facilities, approximately 13,000 ligg-
uid removal points, approximately 2,200 mercury measure-
ment stations and about 3,700 storage well Jocations. As of
December 31, 2000, field characterization has been performed
at almost alt of these sites, with the exception of the storage
well locations. Site characterization reports and remediation
plans which must be submitted to the EPA for approval, are in
various stages of development and completion.
Characterization of the storage well locations were initiated in
the fall of 2000 and are vet to be completed. Significant reme-
diation has taken place at mercury measurement stations, lig-
uid removai point sites, and at a limited number of the 240
facilities. Only those site investigation, characterization and
remediation costs currently known and determinable can be
considered “probable and reasonably estimable” under
Staternent of Financial Accounting Starxdards No, 5,
“Accounting for Gontingencies” (SFAS No. 5).

As costs become probable and reasonably estimable, the
associated reserves will be adjusted as appropriate. Columbia
Transmission is unable, at this time, to accurately estimate the
time frame and potential costs of the entire program.
Management expects that as charactenzation is completed and
approved by the EPA, additionat remediation work is per-
formed and more facts become avalable, Colambia
Transmission: will be able to develop a probable and reason-
able estimate for the entire program or a major portion thereol
consistent with U.S. Securities and Exchange Commission’s
Staff Accounting Bulletin No. 92, SFAS No. 5, and American
Institute of Certified Public Accountants Statement of
Position 96-1.
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At the end of 2000, the remaining liability recorded on the
balance sheet for the transmission and storage operations was
$104.5 million. Columbia Transmission’s environmental cash
expenditures are expected to be approximately $16 million in
2001 and to remain at this level in the foreseeable future.
These expenditures will be charged against the previously
recorded liability. A regulatory asset has been recorded to the
exfent environmental expenditures are expected to be recov-
ered through rates. Management does not believe that
Columbia Transmission’s environmental expenditures wiil
have a matenal adverse effect on 1ts operations, hquidity or
financial position, based on known facts, existing laws, regula-
tons, its cost recovery settlement with customers and the long
time period over which expenditures will be made.

In addition, predecessor eompanies of Columbia
Transmission may have been involved in the operation of man-
ufactured gas plants. When such plants were abandoned, mate-
rial used and created in the process was sometimes buried at
the site. As of the date of this report, Columbia Transmission
1s unable to determine if it will become Lable for any character-
watioh or remediation costs at such sites.

Telecommunications Networks. [n spring 2000, Columbia
Transmussion Communications Corporadon {Transcom)
received directives from the Philadeiphiz District of the ULS.
Army Corps of Engineers (Philadelphia District) and an
administrative order from the Pennsylvania Department of
Eovironmental Protection (PA DEP) addressing alleged viola-
tions of federal and state laws resulting from construction
activities associated with Transcom’s laying of fiber optic cable
along portions of a route between: Washington, D.C., and New
York City. The order and directives required Transcom to
largely cease construction activities. In September 2000,
Transcom entered into a voluntary settlement agreement with
the Philadelphia Distriet and contributed $1.2 million 1o the
Pennsylvania chapter of the Nature Conservancy and the
Philadelphia District lifted its directives halting work,
Transcom has also had discussions with the Maryland
Department of Environment and the Baltimore District of the
L5, Army Corps of Engineers regarding its construction activ-
itzes in the state of Maryland. Construction 15 ongoing in
Pennsylvania and Maryland. Transcom cannot predict the
nature or amount of total remedies that may be sought in con-
nection with the foregoing construction activities.

Discontinued Operations. Columbia Propane’s primary
environmental issues relate o former manufactured gas plant
sites acquired in the acquisition of National Propane for which
aceruals have been made. Investigations are currentdy under-
way at one site. One other known former manufactured gas
plant site 18 inactive. t 1s possible that former manufactured
gas plant sites exist at two other Natonal Propane properties.
Management does not believe thar Columbia Propane’s envi-
ronmental expenditures will have @ inaterial adverse effect on
NiSource’s consolidated financial results.

NiSouree's discontinued wastewster and water operations
are subiect to pollution control wnd witer quality control regu-
Lrons. Under the Federal Clean VWarer Actand state reguda-
tons, National Pollutant Discharg: Blusinaiion Systen per-
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mits must be obtained for water discharFA9%14 62888 cat-
ment stations. These faclines either have permits for their
water discharge or they have applied for & permit renewal of
any expiring permits, These permits continue in effect pend-
ing review of the current applications.

Under the Federal Safe Dirinking Water Act (SDWA), the
Water Unilities are subject to regulation by the EPA for the
quality of water sold and treatiment techmiques used to make
the water potable. The EPA promulgates nationaliv-applicable
maxim contaminant levels (IMCLs) for contaminants found
i drinking water. Management believes the Water Utilities are
currenty in compliance with all MCLs promulgated to date,
The EPA has contnuing authority, however, to issue additional
regulations under the SDWA. In August 1996, Congress
amended the SDWA to allow the EPA more authority to weigh
the costs and benefits of regulanons being considered in some,
but ot all, cases. In December 1998, the EPA promulgated
two National Primary Drinking Water rules, the Interim
Enhanced Surface Water Treatment Rule and the Disinfectants
and Disinfection Byproducts Rule. The Water Utilities must
comply with these rules by December 2001, Management does
not believe that sign:ficant changes will be required to the
Water Unhues” operations to comply with these rules; how-
ever. some cost expenditures for equipment modifications or
enhancements may be necessary to comply with the Interim
Fnhanced Surface Water Treatment Rule. Additional rutes are
anticipated to be promulgated under the 1996 amendments.
Compliance with such standards could be costly and require
substantial changes in the Water Utilities’ operations.

Under a 1991 law enacted by the Indiana legislature, a water
utility may petition the IURC for prior approval of its plans
and estimated expenditures required to comply with the provi-
stons of, and regulations under, the Federal Clean Water Act
and SDWA. Upon obtaining such approval, a water utility may
include such costs in its rate base for rate-making purposes, Lo
the extent its estimated costs are approved by the ITURC, and
recover its costs of developing and implementing the approved
plans if statutory standards are met. The capital costs for such
new systems, equapment or facilittes or modifications of exist-
ing facilities may be included in a water utihty’s rate base upon
completion of construction of the project or any part thereof.
Such an addition to rate base, however, would eflect a change
in water rates. NiSource's principal water utility, Indianapolis
Water Company (IWC), has agreed to a moratorium on water
rate increases until 2002, Therefore, recovery of any increased
costs discussed above may not be timely.

Environmental Reserves, It is management's continued
intent to adedress environmental issues in cooperation with reg-
ulatory authorities in such 4 manner as to achieve mutually
acceprable comphiance plans. However, there can be no assur-
ance that fines and penalties will not be incurred. Management
expects nost environmental assessment and romediation costs to
be vecoverable through rates for certain of NiSource companies.

As of December 31, 2000, & reserve of approvimately
F1300.5 nullion has bheen recorded to cover probable corretive
actions wl sites where NiSource has envivonimental remediaton
Babilivs. The ulumate Hability 1n connection with these sites

y e T
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will depend upon many factors, including the volume of mate-
rial contributed to the site, the number of the other PRPs and
their Ainancial viability, the extent of corvective actions required
and rate recovery. Based upon investigations and manage-
ment’s understanding of current environmental laws and regu-
lations. NiSource believes that any corrective actions required,
after consideration of insurance coverages. contributions from
other PRPs and rate recovery, will not have a materal effect on
its financial position or results of operations.

D.T.E. 05-27
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H. Purchase Commitments. Page 148 of 338

NiSource has service agreements that provide for pipeline
capacity. transportation and storage services. These agree-
ments which have expiration dates ranging frem 2001 to 2014,
provide for NiSource to pay fixed monthly charges. The esti-
mated ageregale ameounts of such payments at December 31,
2000, were:

{8 in nuihons)

2001 § 97.2
2002 755
G. Operating Leases. 2003 54.0
Payments made in connection with operating leases are pn- 2004 45,3
marily charged to operation and MAINLENANCe eXPense as 2005 35.4
. < oy q1e - " . 5y
incurred. Such amounts were $57.4 million in 2000, $48.5 After 152.1
million in 1999 and $22.1 million in 1998,
Future ninimum rental pavments required under operating
leases that have initial or remaining noncancellable lease terms
in excess of one vear are:
{5 in millions)
2001 $ 813
2002 125.6
2003 144.3
2004 82.3
2005 : 80.2 i
After 721.4
19. OTHER, NET ’
Yearr Ended December 31, 2000 1999 1998
{$ i ruiliions)
Enterest income & 18.7 $ 6.5 $7.4
Gain on sale of assets 55.4 7.5 1.5
Miscellaneows {32.0) (34.6) 0.6
Tatal Other, Net $42.1 $(20.6) $9.5
20, INTEREST EXPENSE, NET
Year Ended Lecember 31, 2000 1994 19498
(% m mﬂiicms]
Interest on long-term debt $136.6 $119.5 $106.6
Interest on short-term debt 166.6 31.5 12.2
Discount on prepayraent (ransactions 7.9 4.7 4.3
Other (2.7) 0.4 (2.3)
Allowance for borrowed funds used and mterest during constroction {3.9) {0.7) {0.6)
Tatal Interest Expense. Net $304.5 $3i55.4 $120.2

21, SEGMENTS OF BUSINESS

Operating semments are defined as components of an enter-
prise for which separate inancial information is available and
s evaluated regularly by the chief opurating decision maker in

deciching how to allocate resources and 1n assessing
performance,
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NiSource’s operations are divided into six primary business
segments. The gas distribution segment provides natural gas
service and transportation for residential, commercial and
industrial customers in Ohio, Pennsylvania, Virginia,
Kentucky, Maryland, Northern Indiana and certain areas of
Massachusetts, Maine and New Hampshire. The electric oper-
ations segment provides electric service in 21 countes in the
northern part of Indiana. Although the electric segment has a
diversified base of residential and commercial customers, sub-
stantial portions of their industrial deliveries are dependent on
the basic steel industry. The gas transmission and storage seg-
ment offers transportation and storage services for local distri-
bution companies. marketers and industrial and commercial
customers located in northeastern, mid-Adantic, midwestern
and southern states and the District of Columbia. The explo-
ration and production segment explores for, develops, pro-
duces and markets gas and oif in the United States and in
Canada. The energy marketing segment provides energy-
related services including gas marketing and asset management
services to LD Cs, wholesale, commercial and industnial cus-
tomers. The other products and services segment participates

Bay State Gas Company
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in the development of non-rate reguiateff }%g%vg,??)%fc%% real
estate, telecommunications and other businesses.

The current segment structure is not significanty different
than segments reported prior to the merger. Previous periods
did not include a transmission and storage or an exploration
and production segment but did include a water utlities seg-
ment. As discussed in Note 5, the water utilities business is
being reported as discontinued operations. With the adoption
of the new segment alignment an additional change has been o
focus on eperatng income as the primary financial measure for
segments as opposed to a form of EBI'T used in prior perieds.

The following tables provide mformauon about business
segments, NiSource uses operating income as 1ts primary
measurement for each of the reported segments and makes
decisions on finance, dividends and taxes at the corporate level
on a consolidated basis. Revenues include intersegment sales
to affiliated subsidiaries, which are eliminated when consoli-
dated. Affiliated sales are recognized on the basis of prevailing
market or regulated prices. Operating income ts derived from
revenues and expenses directly associated with each segment.

2000 149g 1998
(% in millions)
Revenues
Gas Distribution
Unaffiliated 2,083.8 976.1 630.9
Intersegment 137.9 113.6 20.4
Total 2,221.7 1,088.7 651.3
Electric
Unaffiliated 1.557.4 1,346.3 1.426.6
Intersegment 2.5 2.6 3.4
Total 1.559.9 1.348.9 1.430.0
Gas Transmission and Storage
Unaffiliated 109.7 —_ —
Intersegment 52.0 e -
Total 161.7 — —
Exploration and Production
Unaffiliated 41.1 - _
Intersegment - — o
Total 41.1 L
Energy Marketing
Unaffiliated 1,963.8 715.6 hR82.8
Intersegment 139.5 586.1 61.5
Total 2.103.3 774.7 £44.3
Other Products and Services
Unaffiliated 181.9 191.5 165.8
Intersegment 77.4 51.6 45.2
Total 258.5 242.0 211.0
Adjustments and etiminations
Intersegment {316.3) {182.7) {92.7)
Consolidated 6.030.7 3.273.5 2.543.9

page 74



Notes to Consolidated Financial Statements (Continued) 8% S 83 5emeary

Attachment UWUA-1-5 (A)

Page 150 of 338
2000 1999 1998

(3 in millions)
Operating income (Loss)

Gas Distribution 225.4 115.4 65.1
Flectric 364.0 363.4 348.6
(as Transmission and Storage 61. -
Exploration and Production 15.6 — -
Energy Marketing (2.0} (15.5) (2.1}
Other Products and Services 6.6 19.1 4.1
Corporate : {115.3) {(44.9) (13.1)
Adjustments and eliminations 12,9 0.4 .1
Consolidated 567.8 437 .4 4027
Depreciation, Amortization and Depletion
Gas Distribution 147.3 1154 74.7
Electric i62.7 158.5 156.8
Gas Transmission sand Storage 261
Exploration and Production 9.1 -
Energy Marketing 11.8 5.0 0.6
Other Products and Services 12.6 11.5 8.7
Corporate 4.5 4.6 0.9
Adjustments and eliminations e 0.1
Consolidated 374.1 205.0 241.8
Assets
(ras Distribution 6,135.8 2,550.4 1.192.2
Flectric N 2.722.0 2.595.4 2.509.8
Gas Transmission and Storage . - 29344 —_ -
Exploration and Production 960.6 -
Energy Marketing : 2,222.7 . 6410 177.9
Other Products and Services 744.7 3825 348.2
Corporate 10,174.1 1,615.6 672.3
Adjustments and elimmations (6,197.5) (1,365.3) (388.0%
Consolidated 19,696.8 6,428.6 4,505.4
Capital Expenditures
Gas Distribuoon 138.3 145.2 £65.0
Electric 132.2 134.0 124,0
Gas Transmission and Storage . 50.3 — -—
Exploration and Production 22.7 —
Energy Marketing 1.2 0.7 -
Other Products and Services 211 14.0 11.3
Corporate _ —
Consolidated 365.8 293.9 188.3

A
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22. QUARTERLY FINANCIAL DATA

Quarterly financial data does not akways reveal the trend of NiSource’s business operations due to nonrecurring iterns and seasonal
weather patterns which affect earnings and related components of net revenues and operating income.

First Second Third Fourth
{5 i wallvoms, except per share data) Crearier [narier Onarter Chigrter
2000
Crross Revenies 1,106.4 1,003.1 1,179.4 2,741.8
Operating Income 174.7 83.2 5.8 214.1
Income (Loss) frem Contnumg Operations 79.1 21.4 46.8 {0.2)
[rcome from Discontinued Operations —
net of taxes 0.5 2.0 5.2 2.1
Net Income 79.6 23.4 52.0 1.5
Basic Farnings Per Share of Commaon Stock
Cononulng Operations 0.64 0.18 0.39
Discontinued Operations — 0.01 0.04 0.01
Basic Earnings per Share 0.64 0.1 0.43 0.01

Diluted Earnings Per Share of Conunon Stwock
Continuing Operations 6.62 0.17 6.38

Discontinued Operations 4.0} 6.04 0.01
Ililuted Earnings Per Share 0.62 .18 .42 0.01
1999

(Ciross Revenues 870.8 707.3 7777 917.7
Operating Income 154.3 79.0 95.3 166.5
Income from Centinuing Operations _ 77.9 21.2 25.4 31.4
Income {Loss) from Discontinued Operations — :

net of taxes (1.3) 1.7 4.6 1.5
Net Income 76.6 22.9 28.0 32.8
Basic Earnings {Loss) Per Share of Common Stock

Continuing Operations (.63 0.17 0.19 (.25

Discontinued Operations {6.01) 0.01 0.03 0.01

Basic Earnings Per Share 0.62 0.18 0.22 0.26
Diluted Earnings (Loss) Per Share of Common Stock

Continuing Operations 0.63 0.17 0.19 0.24

Discontinued Operations (0.01) 0.61 0.03 0.01

Diluted Earnings Per Share .62 0.18 0.22 0.25
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Year Ended December 31, (8 i millions) 2000 1599 1998 1996
Gross Revenues
Gas Distribution 1,806.8 531.8 609.6 800.8 799.4
Flectric 1,557.4 1,346.3 1,426.6 101564 1,022.2
Gas Transmission and Storage 363.7 120.0 - -
Energy Marketing 1,942.8 697.1 554.9 383.8 116.4
Other Products and Services 360.0 278.5 212.8 322.3 16.0
Total Gross Revenues 6.030.7 32735 2.843.4 25223 1.987.9
Net Revenues 1.948.0 13027 1,152.6 1,146.8 1,115.9
Operating [ncome 567.8 437.9 402.7 360L0 386.3
Net Income 156.9 160.4 193.9 196.8 176.7
Shares outstanding at the end of the year 205,553 124,139 117,531 124,312 119,611
Number of common shareholders 52,085 40,741 36,277 37,373 35,359
Basic Farnings Per Share ($)
Continuing operations 1.09 1.24 1.56 1.48 1.44
Income from discontinued operations 0.07 0.05 0.04 0.06
Basic Earnings Per Share i.16 1.29 1.60 1.54 1.44
Diluted Earnings Per Share (§)
Continruing operations 1.08 1.22 1.55 1.47 1.43
Income from discontinued operations 0.07 .05 0.04 ©0.06
Diluted Earnings Per Share 1.15 1.27 1.59 1.53 1.43
Return on average common equity 6.6% 12.8% 16.1% 16.1% 15.9%
Times interest earned {pre-tax)’ 177 2.20 3.26 3.48 3.62
Dividends paid per share 1.98 1.02 0.96 0.56 0.54
Dividend pavout ratio 93.1% 79.1% 60.0% 58.4% 58.5%
Market values during the vear:
High 31.500 30.500 33.625 24.938 20.125
Low 12.813 16.563 24.750 19.006 17.625
Close 30.750 17.875 30.437 24.719 19.813
Book value of common shares 16.61 10.90 9.78 10,17 9.20
Market-to-book ratio at vear end 185.1% 163.9% 311.2% 243.1% 215.4%
Fotal Assets 15,696.8 6,428.6 4,595.4 4.618.2 4,288.9
Capital expenditures 365.8 293.9 198.3 179.0 207.8
Capitalization
Common shareholders” equity 3,415.2 1,353.5 1,149.7 1,264.8 1,100.5
Preferred and preference stock 132.7 139.6 142.0 144.5 142.4
Company-obligated mandatorily redeemable
preferred securities of subsidiary trust holding
solely Company debentures 345.0 345.0 — — —
Long-Term debt 5,802.7 1,775.8 1,555.8 1,855.7 1.127.1
Total Capitalization 0.695.6 3.613.9 2.847.5 2,865.0 2.370.0
Number of employees 14,674 7,599 6,035 5.984 4,168

page 77



Bay State Gas Company
D.T.E. 05-27

Attachment UWUA-1-5 (A)
Page 153 of 338

Shareholder Information and Servicés

Shareholders Services
General questions about stockholder accounts, stock
certificates, transfer of shares, dividend pavments,

NiSource Inc. common shares are listed and traded on
the New York, Pacific and Chicago stock exchanges under
the symbol NI The shares are listed in financial stock

quotations as NISOURCE. As of December 31, 2000,

NiSource Inc. had 52,085 common shareholders.

or the Automatic Dividend Reinvestment and Share

Purchase Plan and Electronic Deposit may be directed
to Mellon Investor Services at the following addresses:

Common Dividend Increased :

At its meeting on January 3. 2001, the Board of Dhirectors Account Matntenance

increased the dividend on common shares. The quarterly Mellon Investor Services

dividend was increased to 26 cents per share, or $1.16
on an annual basis, The common dividend was 27 cents
per share for the previous four quarters, or $1.08 on

an annual basis.

Anticipated Divedend Recovd and Pavment Dates

Commion
Record Daite Payment Date
April 30, 2001 May 18. 2001
July 31, 2001 August 20, 2601

October 31, 2001
January 31, 2002

November 20, 2001
February 20, 2002

Preferred
Record Daite
March 16, 2061
June 15, 2001
September 14, 2001
December 14, 2001

Pryment Date
Apri 12, 2001
July 13,2001
October 12, 2001
January 14, 2062

Inpestor and Finaneial Information

Financial analysts and investment professionals should
direct written inquiries to Dennis E. Senchak, Vice:
President, Investor Relations. Telephone inquiries

te Investor Relations Department: (219) 647-6085

or (219) 647-6083.

Free copies of NiSource’s financial reports are available

PO Box 3316 :
South Hackensack, N] 07600-1516

Written Correspondence

Mellon Investor Services

PO Box 3315

South Hackensack, NJ 07606-1915

Dividend Reinvestment

Mellon Investor Services

PO Box 3338

South Hackensack, Nj 07606-1938

Stock Transfer
Mellon Investor Services

PO Box 3312

South Hackensack, NJ 07606-1912

Registered/Overnight Delivery
Mellon Investor Services
Stock Transfer Department
85 Chailenger Road
Overpeck Centre

Ridgefield Park, NJ 07660

Phone Contact (888) 884-7790

Web site wuwrw. mellon-investor.com

by writing or calling the Investor Relations Department.
The material also 15 avallable at www.nisource.com.

How to Contact the Company
NiSource Inc.

801 E. 86th Avenue
Merriliville, IN 46410

Phone Contact (877) 647-5890

Web site wiww nisource. com
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Glossary of Selected Energy Terms

Billion Cubic Feet (Bf}: A common unit of measurement
of natural gas.

British Thermal Unit (Btw): The standard unit
for measuring quantity of heat energy. One Btu
is the amount of heat energy required to raise the
temperature of one pound of water 1 degree Fahrenheit
at a specified temperature.

Cogeneralion: The sequential production of thermal
and electric energy from the same fuel source.

Construction Work in Progress (CWIP): A sub-account in the
utility plant section of the balance sheet representing the
sum of the balances of work orders for utility plant in
process of construction, but net yet placed in service.

Deferred Taxes: Income taxes resulting from the use
of income tax law provisions which allow recognition
of certain items of revenue and expense in the tax
return prior to their being recorded on the books
of the company. Deferred taxes do not constitute
earnings available to pay dividends to mvestors.

Dekatherm (dth): A unit of heating value equivalent to
10 therms or 1,000,000 Btus; equal to 1,000 cubic
feet (1 mef) at 1,000 Btus per cubic foot.

Distributed Generation: A system of energy production that
is located at the point of use. It typically involves less than
500 kilowatts of capacity and oflen includes provision for
thermal energy recovery and electric production.

Federal Energy Regulatory Commission (FERC):
An independent five-member commission within
the Department of Energy responsible for setting
rates and charges for the wholesale transportation
and sale of natural gas and electricity; the licensing
of hydroelectric power projects; and for establishing
rates or charges for the transportation of vil by
pipeline, as well as the valuation of such pipelines.

Firm Power, Electric: Power or power-producing
capacity intended to be available at all times during
the period covered by a commitment, even under
adverse conditions.

Gross Aeres/Wells: Total acreage or the total number of wells
in which a company holds participating interests.
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Kilowatt (kw): 1,000 watts. A watt is a measure of the

rate at which electricity is generated or consumed.

Market Center or Market Hub: Aninterchange where
a shipper can gain access to multiple transportation
paths, fiexible supply/delivery points and, as a general
rule, other services such as imbalance protection,
short-term storage (“parking service™) and gas lending
or borrowing services.

Megawatt {nw): The generating capacity of utility
plants is expressed in megawatts; a megawatt is
1,000 kifowatts or 1 million watts,

Operating Margin: The difference between operating
revenues and the cost of sales. It 1s the contribution
made to cover all other operating costs, iixed costs
and profit margin.

Peak Load, Demand: Electricity or gas supphed
during a period of the greatest demand.

Rate Base: The amount invested on which a regulatory
agency allows utilities to earn a return,

Spot Market Gas: Natural gas purchased under
short-term agreement by a gas utility or end user
from sources other than pipeline comparnies.

Therm: A quantity of heat equivalent to 100,000
British thermal units {Brus).

Throughput: Total volumes of gas delivered.

Transportation Rates: Rates charged by a gas utility
when it simply moves gas owned by a third party
through its system.

Underground Storage: The injection of natural gas
into underground rock formations during periods
of low market demand and withdrawal during
periods of high demand.

Utility Plant: All property and equipment used for the
generation, transmission, and distribution of electricity
and storage, transmission and distribution of gas.

Wheeling: Electric utility operation wherein transmission
facilities of one system are used to transmit power
produced by another system.
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